MICROFICHE CONTROL LABEL

BEST AVAILABLE COPY

recIsTRANT's NaME - _NiKo Resources Lid,

j _ PROCESSED
« CURRENT ADDRESS Heto Cantorra Tower _ e 32008
: e oo 3% Aven S.W. ]HQMSON-REUTERS
Cdéo.rg,ﬂﬂ' T2P 4H2
Canada,

*#«FORMER NAME °

*s«NEW ADDRESS

— ¢ ——————————— =t ——— - ——

. FILE NO. B2- ﬁﬂﬂ.&_. FISCAL YEAR "’5j3[!0'7' e

Complete for inlslal submissians oaly > Please woce agme and address changes

12G3-28 (INITIAL FILING) ‘ I AR/S (ANNUAL REPORT)

R

12G32BR (REINSTATEMENT) ‘ STPPL  (OTHER)

e

DEF 14A (PROXY) |

s ae nae

OICF/BY: MAC
prT '1[_2,'!05




@ =N"I'<O RESOURCES LTD

Fiscal Year-End Report

FFor the year ended March 31, 2007




-_-_-N'fi?o RESOURCES LTD

y

e
-

7 . N

CONTENTS
2 Performance Highlights

3 Management’s Discussion and Analysis
23 Consolidated Financial Statements
26 Notes to Consclidated Financiat Statements
40 Five-Year Historical Review
18€ Corporate Information

ANNUAL GENERAL MEETING

Shareholders are invited 10 attend the Company’s
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NIKQO RESOURCES LTD.

President’s Report to Shareholders

Niko’s nat present value for proved plus probable reserves in D§ increased 42 percent based on constant price, discounted 10 percent.

In addition, Nike' s producing assets experienced a collective 210 percent increase in proved reserves and a 162 percent increase of
proved plus probable reserves an a year-over-year basis in our latest reserve report as at March 31, 2007 prepared by Ryder Scott
Company, The increase is largely the result of reserve additions to Black 9 in Bangladesh, but both Hazira and Surat in India also saw
positive reserve growth. Niko's proved plus prabable reserve additions replaced our annual production by a factor of 7.5 times.

Buring the year, our exploration success in the D6 block (Niko holds 10 percent interest) continued. The Gaffney, Cline and Associates
(GCA) best case for contingent resources original gas in place (OGIP) on the block, has increased from 4.4 trillion cubic feet (Tcf) (3.1
Tef recoverable) to 7.9 Tcf (5.6 Tef recoverable) and the high case has increased from 8.2 Tef (5.8 Tef recoverable) to 12.8 Tef (9.2
Tef recoverable). This does not include resource numbers from four wells including our recently announced R1 discovery, nor the
independent engineers’ best and high case resource original oil in place on the block of 259 million barrels (MMbbls) (127 MMbbls
recoverable) and 391 million barrels (255 MMbbIs recoverable), respectively, for the MA oil discovery. Niko has 3 10 percent interest
in the resources numbers above.

In addition to contingent resource discussed above, the GCA proved plus probable QGIP for the Dhirubhai 1 and 3 fieldsis 18.8 T¢f (11.3
Tcf recoverable). Proved plus probable plus possible OGIP for the Dhirubhai 1 and 3 fields is 27.2 Tcf (21.0 Tef racoverable).

The past fiscal year delivered repeated explaration successes. The NEC-25 project, in India’s Mahanadi Basin, had another exploration
discovery during the year bringing the total to seven discoveries for the block. The development plan has been submitted to the
Government of india for approval.

In Bangladesh, Block 9 began producing in May 2006 at a rate in excess of 50 million cubic feet per day from one well. During the yearan
additional four wetlls were drilted. Production is currently equipment constrained at 70 million cubit feet per day from only two of the
five drilled wells. Niko has a 60 percent working interest in the block with proved plus probable reserves increasing by 511 percent.

In Thailand, after Niko drilfed three unsuccessful exploration wells, our fourth weli encounterad five cil-bearing intervals. Three of the

intervals tested at an aggregate of 550 barrels of oil per day. -

in Niko's Cauvery Block in India, we have just spudded our first of three planned exploration wells. Success on this 100 percent-owned
onshore block would be very positive for the company.

In the deepwater block MN-DWN-2003/1 {D4), located in the Mahanadi Basin, a 2,365-kilometre 2D seismic acquisition program was
completed and the data processed. Evaluation of the data set is ongoing and a 3,600-square kilometre 3D seismic program is approved.

OUTLOOK

The upcoming year will see the start-up of both D6 oil and naturat gas production targeted at rates of 2.8 Bcf per day of natural gas
and initial targeted production of 30,000-35,000 barrels of oil per day. Niko's interest in this project is 10 percent. These events will
culminate in a mylti-fold increase in Niko’s current production.

Armed with 3 strong balance sheet, no debt, and its recently announced US$550 million credit facility, Nikois entering its most exciting
year evar. We project capital expenditures this year to be 361-387 million dollars.

Niko will continue to pursue new venture apportunities with the abjective of expanding its inventory of high-impact prospective plays.

ACKNOWLEDGEMENTS
As in the past, our successes in fiscal 2007 were owed to the hard work and contributions made by our dedicated management team and
employees and the cammitment of our valued shareholders. On behalf of the Board of Directors, | am pleased to express our sincere
gratitude to all those involved in Niko's accomplishments.

{Signed) "Edward 5. Sampson”

Edward 5. Sampson
Chairman of the Board, President and Chief Executive Officer
June 25, 2007




NIKO RESOURCES LTD.

Performance Highlights

Years ended March 31,2007 and 2006 ( thousands of doltard except per share amouhits and number of shares)

Years ended March ), 2007 008 Percent Changs
FINANCIAL
Qil and natural gas revenue 115,486 121,168 s)
Funds from operation (1} 64,837 67,267 4)
Per share, diluted {$) 1.59 1.76 %)
Net {loss) (31,637) (4,352) 1627)
Per share, diluted ($) {0.79) (0.11} (618)
Capital expenditures 134,766 135,236 -
Total assets (end of period) 674,560 517,258 30
Sharcholders’ equity (end of period) 634,981 413,687 53
Weighted average common shares outstanding 39,970 38,336 4
Common shares outstanding (end of period)
Basic {thousands) 42,995 38,533 12
Dituted {thousands) 45,748 41,845 12

{1} Funds from operations and funds from operaticns per share are non-GAAP measures, Funds from operations is calculated as cash Nows from aperating activities
pricr to the change in non-cash working capital 2nd long-term accounts ceceivable. Funds from operations per share-diluted is calculated by dividing the funds from

operations by the weighted average number of diluted shares outstanding.

OPERATIONS
Yeurs anced March 11, 2007 2008 Percant Chenge
Average daily production
Oils {bbls/day) 290 g3 249
Natural gas (Mcf/day) 86,688 79,978 9
Total combined (Mcfe/day) 88,620 80,475 10
Revenues, royalties and operating costs
Gross revenue received ($/Mcfe) 3.57 4.13 {14)
Royalties ($/Mcfe} {0.21) (0.59) 64
Profit petroteum ($/Mcfe) {0.65) {0.40) (63)
Operating costs ($/Mcfe) {0.38} {0.32) (19)
Operating nethack {$/Mcfe) (1) 2.33 2.82 {17)
Drilling activity
Gross wells 21 11 91
Net wells 6.5 3.2 103
Net undeveloped land (square kilomatres)
India (2 5,220 5,227 -
Bangladesh 4,422 4,422 -
Thailand 172 - -
Net reserves (proved plus probable) {3) (4}
Oit (Mbbls) 189 247 (24)
Natural gas (MMcf) 830,947 539,519 54
Natural gas liquids (Mbbls) 220 9 2,344
Future net income after tax (thousands of dollars)
{PV 10% discounted) {3}{5)
Proved 784,047 580,869 L
Proved plus probable 1,180,824 934,625 26

3) Nesbacks are calculated by dividing the revenues and costs in total for the Company by the total production of the Company, measured in Mcfe.

2) During the year ended March 31, 2007, the Company sdded 172 square kilometres of net unceveloped land in Thailand and sold the Cambay, Bhandut and Sabarmati
properties, decreasing undeveloped land by 7 square kilometres. During the year ended March 31, 2006 the swarding of the D4 and Cauvery blocks in India increased

the Company’s net undevelaped land holdings by 2,558 and 957 square kilometres, respectively.
3] As of March 31, 2007 using NI 51-101 format and forecast prices.

4} ~Nat® reserves are defined as those accrying to Miko's working-interest share after royalty interests owned by others are deducted, including a reduction ta reflect

any profit petroleum amounts that may be paysble 1o the govermnments of India and Bangladesh.

) Present value discounted at 10percent afterincome taxes using forecast prices and costs. Present value at March 31,2007 before tax, using forecast prices and costs
discounted at 10 percent, in thousands of dollzrsis $917,608 for proved reserves and $1,379,263 for proved plus probsble reserves (March 31, 2006 - $646.916 and

$1,069,443, respectively).




NIKO RESQURCES LTD.

Management’s Discussion and Analysis

Management's Discussion and Analysis (MD&A) of the financial condition, results of operations and cash flows of Niko Resources Ltd.
{“Niko” or "the Company”) should be read in conjunction with the audited consolidazed financial statements and accompanying notes.
This MD&A is effective lune 25, 2007. Additional information relating 1o the Company, including the Company’s Annual Information
Form {AlF), is on SEDAR at www.sedar.com.

The Company’s activities are focused on Asia. Over the reporting period, revenue and expenses were generated and capital expenditures
were made in India, Bangladesh and Canada, and capital expenditures were made in Thailand. The Company’s activities are carried out
primarily in U.S. dollars as well as the currencies of each country in which the Company operates. The Company reports financial results
in Canadian dollars.

The selected financial information presented throughout the MDBA is prepared in accordance with Canadian generally accepted
accounting principles (GAAP), except for “funds from operations”, “funds from operations per share-diluted”, “net operating income”,
“operating netback”, “cash flow netback” and “earnings netback”, which are used by the Company to analyze the results of operations
and liquidity. By examining funds from operations, the Company is able to determine its ability to fund future capital projects and
investments, Funds from operations is calcvlated as cash flows from operating activities prior to the change in aperating non-cash
working capital and the change in long-term accounts receivable, Funds from operations is not an alternative to cash flow from operating
activities as determined in accordance with Canadian GAAP and may not be comparable with the calcutation of similar measures for
other companies. Funds from operations per share-diluted is calculated by dividing the funds from operations by the weighted average
number of diluted shares outstanding. Net operating income is calculated as revenue less royalties and profit petroleum expenses.
Operating netback is calcutated as the average sales price per thousand cubic feet equivalent {Mcfe), less royslties, profit petroleum
and operating expenses per Mcfe, and represents the cash margin directly related to production far every Mcfe sold. Cash flow netback
is calculated as the operating netback less other cash expenses per Mcfe, including generat and administrative expenses, interest and
financing, other income and other expenses, and represents the cash margin for every Mcfe sold. Earnings netback is calculated as
the cash flow netback less foreign exchange per Mcfe and non-cash expenses per Mcfe, including depletion and depreciation, future
income taxes and stock-based compensation expense, and represents net income for every Mcfe sold. There are no comparable GAAP
measures for net operating income, operating netback, cash flow netback and earnings netback and these measures may not be
comparable with the calculation of similar measures in other companies.

The fiscal year for the Company is the 12.month period ended March 31 of each year. The terms “fiscal 2007°, “current year” and “the
year® are used throughout the MB&A and in all cases refer to the period from April 1, 2006 through March 31, 2007. The term "fiscal
2008" is used throughout the MD&A and refers to the periad feam April 1, 2007 through March 31, 2008. The terms "previous year™,
“prior year” and "fiscal 2006” are used throughout the MD&A for comparative purposes and refer to the period from April 1, 2005
through March 31, 2006. The term "fiscal 2005” is used throughout the MD&A for comparative purposes and refers to the period from
April 1, 2004 through March 31, 2005.

Mcfe is a2 measure used throughout the MD&A. Mcfe is derived by converting oil and condensate to natural gas in the ratio of 1 bbl:6
Mcf. Mcfe may be misleading, particularly if used inisglation. An Mcfe conversion ratio of 1 bbl: 6 Mcfis based onan energy equivalency
conversion method primarily applicable at the burner tip and does not represent a value equivalency at the wellhead.

The information contained in this MDEA contains forward-looking information about Niko's operations, reserves estimates and
production. This forward-looking information is based on assumptions that the Company believes were reasonable at the time the
forward-looking information was prepared, but assurance cannot be given that these assumptions will prove to be correct, and the
forward-looking information in this MD8&A should not be unduly relied upon. The forward-looking information and the Company’s
assumptions are subject touncertainties and risksinctuding, but not limited to, expectationsregarding financing sources, projections for
capital spending, actual financial condition of the Company, results of aperations, commodity prices and exchange rates, uncertainties
inherent in estimating oil and natural gas reserves, performance characteristics of the Company’s oil and natural gas properties, as well
s liabilities inherent in oil and natural gas operations and in operating in foreign countries.




HIROD RESOCRCES LTD.

Management’s Discussion and Analysis

Less than 1 percent of total corporate volumes and revenue are from Canadian cil, Bangladesh condensate, Bhandut oil, Sabarmati ail
and Hazira condensate production. Therefore, the results from Canadian oil, Bangladesh condensate, Bhandut oif, Sabarmati oil and
Hazira condensate production are not discussed separately.

OVERALL PERFORMANCE

Funds from operations

The reported funds from operations for fiscal 2007 was $64.8 million compared to $67.6 million in the previous year, Daily production
in the current year increased by 10 percent from the previous year to B9 million cubic feet equivalent (MMcfe) as volumes from Block 9
more than offset torecast natural declines at Hazira and Feni. Block 9 praduction in the year was 46 MMcfe per day (30 MMcfe per day
net to the Company).

Revenue net of royalties increased by S percent or $5.7 million in the year from the prior year as the Company realized a lower average
price in the year, which partially offset the higher production. The lower reported realized price is primarily due to a higher weighting
of volumes in Bangladesh where the price is lower than in India.

Profit petroleum expense for the year increased by $9.1 mitlion from the prior year. Profit petraleum expense increased largely due
to the addition of Block 9 volumes where the Government of Bangladesh was entitled to a 34 percent share of the revenues during the
year, which is higher than the profit petroteum rates on other producing fields. This was partially offset by decreases at Feni resulting
from lower revenue. Although revenue from Hazira decreased, profit petroleum was relatively constant year-over-year as the decreased
revenue were offset by decreased capital spending available for deduction in the calculation of profit petroleum expense,

Production expenses were $2.7 million higher in fiscal 2007 than in the prior year, due primarily to the commencement of production
from Block 9 and oil production from Hazira. There was a positive effect onincome as there was a realized foreign exchange gain of $2.4
miilion in the year compared with a gain of $0.7 million in the prior year, due to fluctuations of the Canadian dollar’s value compared
to that of the U.5. dollar applied to U.5. dollar-held payables and the repayment of U.5. dollar-held long-term debt. There was also an
increase in interest income due ta larger cash balances in the year.

Net (loss) income

The reported loss for fiscal 2007 is $31.6 million compared to a loss of $4.4 million in the prior year, an increase in the loss of $27.2
million. A decrease in funds from operations, as discussed above, accounts for $2.8 million of the increase in the loss while the following
items explain the remaining $24.4 million increase in the loss.

The increase in the Company’s stock-based compensation expense accounts for $13.2 million of the non-cash changes and is due to
addi tional options issued in fiscal 2007 with the assaciated expense recognized using the graded method. The graded method results
in recognizing the largest portion of the expense in the year fallowing grant, with a decreasing expense in ¢ach subsequent year.

Depletion, depreciation and accretion expense for the year increased by $11.0 million to $76.9 million. The increase is due 10 a 10
percent increase in production and a 6 percent increase in the depletion rate per Mefe. The primary reason for the rate increase is the
previously announced downward revision to reserves at the Hazira field, which was reported in the Company's fiscal 2006 results. The
rate increase was partially offset by an increase in the Block 9 proved reserves of 156 bitlion cubic feet (Bcf), net of production, over
March 31, 2006, which decreased the depletion rate. In the fourth quarter of fiscal 2007, the Indian and Bangladesh depletion rates
benefited from a decrease in the cost base with the addition of the foreign currency translation adjustment. The foreign currency
translation adjustment arose due 1o the change in the functional currency of the Company's foreign operations from the Canadian
dollar ta the U.S. dollar as a result of the decision to proceed with a U.5.-dollar-based credit facitity and additional cash inflows from
sales in .S, dollars.




NIKO RESQURCES LTO.

Management’s Discussion and Analysis

SELECTED ANNUAL INFORMATION

Yeur snded March 31 (thousands of dollary, excep?t par thare smounts} 2007 200% 1008
Petroleum and natural gas sales 115,486 121,168 147,850
Net earnings (31,637) {4,352) 74,222
Per share basic ($) (0.79) {0.11) 2.08
Per share fully diluted {$) {0.79) (0.17) 2.03
Total assets 674,560 617,258 480,714
Total long-term financial liabilities B,974 6,779 19,062
Dividends per share Q.12 0.12 0.12

The increase in petroleumn and natural gas sales from fiscal 2005 1o fiscal 2006 was duve to four more natural gas wells being placed on
production at the Hazira offshore platform, the addition of the NSA-8 well at Surat, and an entire year of production at the Feni field in
Bangladesh. The benefit of these production increases was partially offset by a decrease in the value of the U.5. dollar relative to the
Canadian dollar, as the Company receives its revenue in U.S. dollars, and to decreased revenue in Bangladesh in the fourth quarter of
fiscal 20086 due to 3 production shut-in and revenue adjustment.

Petroleum and natural gas sales decreased from fiscal 2006 to fiscal 2007 despite a netincrease in production. There was an increase in
production with the start-up of Block 9 partially offset by forecast natural declines in production from the Hazira and Feni fields, One
factor contributing to the decrease in sales is the (ower average price received by the Company dve to the price received for Block 9
volumes being lower than the average natural gas price received by the Company. A second contributing factor was the decrease inthe
Indian royalty charged by the government, which the Company collects from the customer and records as revenue.

The main reasons for the decrease in net earnings and net eaenings per share in fiscal 2006 and fiscal 2007 was the increase in depletion
and depreciation expense due to a downward revision of producing reserves in fiscal 2006, and the large income tax recovery recorded
in fiscal 2005 due to theinitial recognition of a tax holiday in India. Anincrease in stock-based compensation expense due to additional
stock option grants also contributed 1o the decrease in net income in fiscal 2006 and fiscal 2007,

Total assets increased in fiscal 2006 due 10 capital additions and increased accounts receivable, which were partially offset by the
use of cash in funding the capital expenditures. The capital additions mainly consisted of development activities in the Hazira field
in tndia, exploratory work in the D6 Block in India, development costs in Block 9 and costs incurred relating to data and relief well
efforts at the Chattak field in Bangladesh. The increase in accounts receivable was due to the non-payment of natural gas revenue by
the Government of Bangladesh and an increase in insurance receivable related to the uncontrolled releases of natural gas in Chattak.
Total assets increased by a further $157 million in fiscal 2007 largely as a result of 2 $170 million increase in cash from two equity issues
during the year.




NIKO RESOURCES LTD.

Management’s Discussion and Analysis

UPDATE ON SIGNIFICANT PROJECTS
Caplital Expenditures
The following table displays capital spending during fiscal 2007 and forecast capital spending for fiscal 2008:

EXPLORATION AND DEVELOPMENT SPENDING (NET TO THE COMPANY)

Year ended Estimated
{miliions of dollars) March 31, 2007 Fiecal 2000
India
Cauvery 10.1 18-22
D4 0.3 5-7
D6 65.7 315-325
Hazira 1.3 3.5
NEC-25 1.5 6-8
Surat 0.7 3-5
Bangladesh
Block 9 42.0 6-8
Chattak (5.5) -
Feni 0.2 -
Thailand
Mae Soon 5.0 8.7
Fang 11.0 -
Acquisition of rights 2.6 -
Other 0.5 -
Total 134.9 361-387
India

CAUVERY: The Company was awarded 100 percent interest in the Cauvery Block, which is located in southern Tamil Nadu, in the NELP-
V bidding round in 2005. The block is in the exploration phase and has maialy oil potential.

Capital expenditures in the current year were $10.7 million, primarily related 1o seismic activities. The 30 seismic acquisition program
resumed in April 2007 with the receding of monsoon flood waters, aliowing access for the seismic crew, and was completed in fune
2007, Based on the evaluation of the seismic acquired in the prior yaar, three drilling locations have been selected, with the first wel)
spud in June 2007 with drilling of the remaining two wells to follow. The minimum capital expenditures of this work, under the Phase |
Commitment for seismic and drilling five exploration wells, are estimated at US$15.9 million, which must be spent within three years
of signing the Production Exploration Licence. Planned capital expenditures estimated at fiscal 2008 include seismic and drilling three
exploration wells,

D4: The Company was awarded a 15 percent interest in the D4 Block, located in the Mzhanadi Basin offshore the east coast of India,
as part of the NELP-V bidding round in 2005. The block, which is currently in the exploration phase, encompasses more than 17,000
square kilometres and contains similar play types to the natural gas discoveries made by Reliance and Niko in the 06 and NEC-25 blocks.
A drilling date for the first well is yet to be set.

Capital expenditures in the year were $0.3 million (net to the Company) related to a 2,365-kilometre 2D seismic program. A further
2.800-kilometre 2D seismic program is scheduled for fiscal 2008 along with a 3,600-square-kilometre 3D seismic program. Exploratory
drilling is expected to follow. The estimated cost of the phase | commitment, which includes seismic and drilling three exploration wells,
totals US$97.6 million {U5$14.6 million net to the Company), which must be spent within four years of signing the agreement,




NIKO RESQURCES LTD,

Management’s Discussion and Analysis

D6: The Company has a 10 percent working interest in the 7,645.square-kifometre D6 Block. The block was awarded to the Company
and its partner in the Government of India’s first international bid round in 1999. Development of the Dhirubhai 1 and 3 natural gas
fields is ongoing in addition to continued exploration on this block.

The updated field development plan for the Dhirubhai 1 and 3 gas fields was approved by the Government of india in December
2006. This new development plan has provisions for the natural gas production rate of 2.8 Bcf per day (280 MMcf per day net to the
Company) with corresponding initial phase-1 field development costs estimated at US5$5.2 billion (US$520 million net to the Company).
Commencement of production is scheduled for mid-2008. The approved field development plan of Dhirubhai 1 and 3 provides flexibility
in the ¢ritical portions of the facilities to facilitate natura! gas production of up to 4.2 billion cubic feet per day.

Construction of the onshore terminal, laying the grid of natyral gas pipelines and installation of the offshore facilities are all progressing
to enable production from the Dhirubhai Gas field to commence in 2008.

The MA-2 well was drilled during the year resulting in the second oil discoveryin the D6 block. A high-intensity 3D acquisition program
{Q seismic) was carried out to further increase the seismic resolution over the field. The development is on schedule to commence
production in the second quarter of 2008, initially from two oil producers with targeted production of 30,000 to 35,000 barrels per
day (3,000 to 3,500 barrels per day net to the Company}. More oil producers and gas injector wells are planned to complete the il
development plan.

Capital expenditures in the year were $65.7 million {net) for drilling of three development wells, five exploration wells, one appraisal
well and construction of the natural gas plant site. Forecast activity for fiscal 2008 includes the continuation of the gas development
for the Dhirubhai 1 and 3 natural gas fields, development of the oil field and additional exploration drilling.

HAZIRA: The Company has a 33 percent working interest in the 50-square-kilometre Hazira onshore and offshore block on the west
coast of India, which lies adjacent to a large industriat corridor about 25 kilometres southwest of the city of Surat. Gas production
began fram this field in 1996 and vil production commenced in March 2006,

Capital expenditures in the year were $1.3 million (net) related to completion of the oil processing and storage facilities and workover
costs for natural gas wells. Capital expenditures forecast for fiscal 2008 are primarily for recompletions of existing welis.

SURAT: The Company was awarded 100 percent interest in the Surat Block in July 2001 and after completion of the exploratory phase
retained a development area of 24 square kilometres containing the Bheema and NSA shallow natural gas fields. These fields have been
producing natural gas since April 2004.

Forecast activity for fiscal 2008 relates to drilling and tie-in of three planned wells.

NEC-25: The Company has a 10 percent working interest in the NEC-25 Block, which covers 10,755 square kilometres in the Mahanadi
Basin off the east coast of india and was awarded to the Company and its partner in the Government of India’s first internationsl bid
reund in 1999. The Company and its partner have capital commitments for phase Il exploration for seismic and two exploration wells as
per the PSC and have drilled a sufficient number of wells to meet the commitment.

During the year, the Company spent $1.5 million {net to the Company) primarily on seismic activities and drilling two exploration wells,
NEC-25-A5 was a gas discovery and NEC-25-A6 a dry hole. A rig is expected to return in fiscal 2008 to drill the third well of the planned
eight.well drilling program. Developmaent plans for the six discoveries that have been declared commercial by the Indian regulatory
authorities are being prepared.




NIXO RESOLRCES LTD.

Managements Discussion and Analysis

Bangladesh

BLOCK 9: In October 2003 the Company acquired a 60 percent interest in Block 9, a 6,880-square-kilometre onshore block which
encompasses the capital city of Dhaka. This field began natura! gas production in May 2006 and commerciality was declared in
December 2005. The Company and its partner have capital commitments for phase | exploration for seismic and drilling three wells
and in certain circumstances up to 10 wells. The Company and its partner have completed the seismic and drilled six wells that apply
to the commitment.

Capital expenditures during the current year were $42.0 million (netto the Company) for the tie-in of Bangora-1, the drilling of Bangora-
2,-3, -4, and -5, seismic activities, engineering and general and administrative charges. Planned capital activity for fiscal 2008 includes
the completion and tie.in of Bangora-5 and upgrading the facilities.

FENI: The Feni ficld covers 43 square kilometres and is located 6 kilometres west of the main natural gas line to Chittagong, The
Company obtained rights to the field in October 2003 and has been producing natural gas from the field since November 2004,
Future drilling activities at Feni have been postponed pending resolution of overdue payments for gas owed to the Company by the
Government of Bangtadesh.

CHATYTAK: The Chattak structure covers a large surface area of 376 square kilometres and rights to this block were obtained in October
2003. The upper fault block 1o the west previously produced from one well, while the down-thrown eastern fault biock has not been
drilled. Drilling of the first of three planned wells resulted in an uncontrolled release of natural gas in January and June 2005. The
blowouts have been successfully killed and a portion of the costs of the blowout were covered by insurance.

During fiscal 2007, $4.0 million was received from a care, custody and control insurance policy for Chattak, and was recorded as a credit
1o capital additions. In addition, a discount on previously recarded services was realized, resulting in a credit to capital additions of
$5.3 million. The credits were offset by spending on inventory, additional costs associated with the blowouts and insurance premiums
related to the blowouts. The result is net capital reduction af $5.5 million. Future drilling activities have been postponed pending
further developments in the various disputes between the Company and the Government of Bangladesh.

Thailand
In fiscal 2006 Niko gained a presence in Thailand through the acquisition of a 50 percent equity stake in a production and exploration
block in northern Thailand, which includes a development portion, Mae Soon, and an exploration area, Fang.

The Company has minimum total capital commitments of US$12.2 million, primarity for drilling and workovers. The Company has
performed initial recompletions on four existing wells, resulting in little or no fluid production, and has drilled three unsuccessful
exploration wells. The rig was then moved and drilted a successful well in the development area. 1t is expected that a further eight wells
will be re-entered or re-drilled by the end of January 2008.

Ouring the year the Company spent $18.6 million for the following: 3D seismic on the Fang Block, costs paid te the operator for
acquisition of exploration and development rights as specified in the agreement, workover and drilling costs, and general and
administrative costs.
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Management s Discussion and Analysis

RESULTS OF OPERATIONS

Revenue and Operating Income

Year ended March 31, 2007

{thousands of dallars, except daily production) Indta Bangladeth Canada Tatal

Revenue 72,696 42,029 761 115,486

Pipeline revenue 777 - - 777

Rovyalty (6.602) - {102) (6.704)
Profit petroleum (7.892) {12,993) - (20,885)
Operating and pipeline expenses (8,159) (4,103) (227) (12,489)
Net operating income (1 50,820 24,933 432 76,185

Daily production (Mcfe/day) 42,043 46,381 206 88,630

1) Net operating income it 2 non-GAAP measure calcutated as above.

Year ended March 31, 2006

{thousands of doltars, except dally production) Indis Bangladesh Canada Total
Revenue 100,533 19,689 946 121,168
Pipeline revenue 983 - - 983
Royalty {17,345) - (58) (17,443)
Profit petroleem (7,890) (3,938) - (11,828)
Operating and pipeline expenses (7.214) {2,395) {147) {9,756}
Net operating income (1) 69.067 13,356 701 83,124
Daily production (Mcfe/day) 54,795 25,405 275 80,475

(1) Net operating income is a non-GAAP measure caltulated as above.

INDIA

REvENuE, ROYALTIES AND PROFIT PETROLEUM

India generated revenue of $72.7 million representing approximately 63 percent of the Company’s 0il and natural gas revenue in the year
ended March 31, 2007, compared 10 $100.5 million or 83 percent in the prior year. Average daily production in India during fiscal 2007
was 42 Mcfe per day, compared 10 55 Mcfe per day in the prior year. Production decreased due to forecast natural declines at Hazira,

The average realized price net of royalties was $4.31 per Mcf, an increase of $0.16 per Mcf over the previous year. The increase is
primarily due to an increased sales price charged for Hazira natural gas.

Pursuant to the terms of the Production Sharing Contracts (PSC) the Government of India is entitled to a sliding scale share in the profits
once the Company has recovered its investment. For Hazira, in fiscal 2006 and fiscal 2007 the Government was entitled to 20 percent
of the cash flow, defined as revenue less royalties, operating expenses and capital expenditures. The Company currently does notincur
any profit petroleum expense with respect 1o the Surat field,

BANGLADESH

REVENUE AND PROFIT PETROLEUM

Preduction from Bangladesh properties increased in the year ended March 31, 2007 over the prior year due to the commencement of
productian from Block 9 in May 2006. Accordingly, revenue from Bangladesh properties increased to $42.0 million in fiscal 2007 from
$19.7 million in the previous year. Production in fiscal 2007 increased to 46 Mcfe per day from 25 Mcfe per day in the prior year. The
increase was due to the addition of Black 9 production partially offset by the forecast natural declines in the Feni field. The price for
Block 9 natural gas was US$2.34 per Mcf during the year, which equated 1o CAD$2.66 per Mcf.
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Pursuant to the terms of the Joint Venture Agreement (JVA) for Feni and the PSC for Block 9, the Government of Bangladesh is entitled
toa sliding scale share in the revenue and profit gas, respactively. For the Feni project the government‘s share increases as the Company
recovers a multiple of its investment. The government was entitled to 20 percent of the revenue for April and May 2006 and 25 percent
of the revenue for the remainder of fiscal 2007, compared to 20 percent in the previous year. For Block 9 the government’s share is
based cn production levels and whether or not the Company has recovered its investment. In fiscal 2007 the government’s share was
61 percent of profit gas. Profit gas is calculated as the minimum of: 55 percent of revenue for the fiscal year and revanue less operating
and capita! costs to date, This resutted in the government’s share being 34 percent of the revenue in fiscal 2007.

The Company does not incur any royalty expense in Bangladesh,

Operating Expenses

Operating expenses increased by 19 percent to $0.38 per Mcfe infiscal 2007 from $0.32 per Mcfe in the prior year. Operating expenses
pertaining to India increased to $0.51 per Mcfe in the current year frem $0.34 per Mcfe in the prior year. The increase in operating
expenses is due to the commencement of vil production that is costlier to produce than natural gas. In Bangladesh, operating expenses
decreased by 8 percent year-over-year from $0.26 per Mcfe in the prioryear 1o $0.24 per Mcfe in fiscal 2007. The decreasein Bangladesh
operating expenses was due to the decrease in production from the Feni field and the addition of lower-cost Block 9 production, which
cost an average of $0.20 per Mcfe to produce during the current year.

Netbacks
The following table outlines the Company’s operating and earnings netbacks for fiscal 2007 and 2006:
2007 2006
oils Natursl Combined Combined
Condentats Gas Tota! {1:6) Totsl{1:6)
{$/851) ($/Mcl) {$/micte) [$/Mcte)
Price 56.48 3.45 3.57 4.13
Royalties {4.54) {0.20) {0.21} (0.59)
Profit petroleum {3.46) (0.65) (0.65) {0.40}
Operating expenses (6.08) (0.36) (0.38) {0.32)
Operating netback 42.40 2,24 2.33 282
Pipeline and other income 0.16 0.14
Pipeline expense (0.01) {0.01)
General and administrative {0.19) (0.19)
Write-down of accounts receivable - (0.08)
Interest and financing (0.07) {0.13)
Current taxes (0.32) {0.29)
Cash flow netback 1.90 2.28
Foreign exchange 0.06 , -
Stock-based compensation {0.57) {0.18)
Depletion and depreciation {2.37) {2.25)
Earnings netback {0.98) {0.15)

Oil and condensate netbacks are calculated by dividing the revenue and costs related to oil and condensate production by total il
and condensate production for the Company, measured in barrels, The natural gas netbacks are calculated by dividing the revenue
and costs related to natural gas production in india and Bangtadesh by the volume of natural gas production in Indiz and Bangladesh,
measured in Mcf. The combined average netback is calculated by dividing the revenue and costs in total for the Company by the toral
production of the Company measured in Mcfe.
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The following tables outline the Company’s operating netbacks by country for fiscal 2007 and 2006:

Year ended March 31,2007 Jolnt Vanture (1) Surat India Fani Block9  Bangladesh Canada

Average daily production

Oii (bbls/day} 206 - 206 13 37 50 34

Natural gas (Mcf/day) 30,055 10,752 40,807 15,833 30,248 46,081 -

Total combined (Mcfe/day) 31,291 10,752 42,043 15,911 30,470 46,381 206

Revenue, royalties and operating expenses

Gross revenue received ($/Mcfe) 4.94 4.14 4.74 2.01 273 2.48 10.12

Royalties ($/Mcfe} (0.45) {0.38) {0.43) - - - {1.35}
Profit petroleum ($/Mcfe) (0.569) - (0.51) {0.48) {0.92) {0.77) -

Operating expenses ($/Mcfe) (0.52) {0.50) {0.51) (0.31) {0.20) {0.24) (3.02)
Operating netback ($/Mcfe) 3.28 3.26 3.29 1.22 1.1 1.47 5.75

(V) The joint venture includes results from Hazira, Bhandut, Cambay and Sabarmati. Bhanduz, Cambay and Sabsrmari were sold during fiscal 2007.

Year ended March 21,2006 Jolm Venzure (1) Sura India Feni Blocke  Bangladerh Cansda

Average daily production

Oil (bbls/day) 13 - 13 25 - 5 45

Natural gas {[Mcf/day) 44,754 9,969 54,723 25,255 - 25,255 -

Total combined {Mcfe/day) 44,826 9,969 54,795 25,405 - 25,405 275

Revenue, royalties and operating expenses

Gross revenue received ($/Mcfe) 5.10 4.72 5.03 2.12 - 212 9.25

Royalties ($/Mcfe) {0.88) (0.89) {0.88) - - - {0.98)
Profit petroleum ($/Mcfe) (0.48) - {0.39) (0.42) - (0.42) -

Operating expenses {($/Mcfe) {0.28) (0.60) (0.34) (0.26) - (0.26) {1.47)
QOperating netback ($/Mcfe) 3.48 3.23 3.42 1.44 - 1.44 6.80

UThe joint venture includes results from Hazira, Bhandut, Cambay and Sabarmati. Bhaadut, Cambay and Sabarmati were sold during fisca! 2007.

Netbacks by property and country are calculated by dividing the revenue and costs related to combined oil and natural gas production
by the volume measured in Mcfe for that property and country.

CORPORATE

Interest Income

The Company earned interest income of $4.2 million in the current year (2006 - $2.7 million) on excess cash balances, The increase is
due to higher cash bzalances in fiscal 2007 as a result of equity issuances in August 2006 and February 2007.

Interest and Financing

The Companyincurredinterest and financing expense of $2.4 million inthe current yearrelated to the long-term debt balance compared
to$3. 7 milligninthe prior year. In fiscal 2007, the Company had alower outstanding debt balance, reducing interestexpense. In Octeber
2006, the Company repaid the remaining outstanding balance of long-term debt. In addition, as a result of repaying the long-term
debst, the Company amortized debt setup costs in the amount of $0.8 million, which isincluded in interest and financing expense.

n
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Write-down of Accounts Recelvable

During the year ended March 31, 2005, the Company recorded production from the Feni field in Bangladesh at a price of US$2.20 per
Mcf, In fiscal 2006 it became apparent that a price of US$2,20 per Mcf was no longer attainable for production from the Feni field.
Accordingly, in the last quarter of fiscal 2006, the Company adjusted revenue since inception 1o a price of US$1.75 per Mcf. The write-
down of accounts receivable of $1.6 million in fiscal 2006 is the result of the write-down of the fiscal 2005 Bangladesh receivable to
a rate of US$1.75 per Mcf, The adjustment to fiscal 2006 revenue was recorded by adjusting revenue, royalties, taxes and accounts
receivable. The Company signed a gas purchase and sale agreement with the Government of Bangladesh at a price of US$1.75 per Mcf
in December 2006 and continues 10 record revenues at the contracted price.

General and Administrative (G&A) Cosits

The Company incurred G&A costs of $6.2 million in the current year compared 10 $5.4 million in the prior year. There were increases
10 GEA costs related to increased professional fees, resulting from more complex and a higher number of business transactions;
increased salary expense related to hiring additional employees; and salary increasas from existing employees. The increases in G&A
were partially offset by a decrease in salaries and overhead due to the capitalization of salaries and overhead relating to exploration
properties and a $0.3 million gain recognized on the settlement of a forward contract to hedge funds from the sale of the Cambay,
Bhandut and Sabarmati properties.

Foreign Exchange

The Company recorded a foreign exchange gain of $2.0million in the current year compared to aninsignificant loss in the prioryear. The
net foreign exchange gain in fiscal 2007 is a result of the Canadian dollarincreasing in strength compared to the U.5. doliar throughout
most of the period. This resulted in significant gains on U.S. dollar-denominated accounts payable and debt, which were partially offset
by {osses on U.5. dollar-denominated accounts receivable and cash.

During the fourth quarter, the functional currency of the Company’s fareign operations changed from the Canadian dollar to the U.5.
dollar as a result of the decision to proceed with a U.5.-dollar-based credit facility and additional cash inflows from sales in U.S. dollars.
As a result, beginning January 1, 2007, foreign exchange gains and losses related to translation of foreign operations are no longer
recorded as a gain or loss on the income statement and are included in the foreign currency translation account on the balance sheet.

Stock.-based Compensation

Stock-based compensation expense increased to $18.5 million in fiscal 2007 from $5.3 million in the prior year. The increase is due to
additional stock options issued during the period with the associated expense recognized using the graded method. The graded method
results in recognizing the largest portion of the expense in the year following grant, with 3 decreasing expense in each subsequent year.

Depletion

Depletion in India was $56.6 million or $3.69 per Mcfe of preduction in fiscal 2007 compared 10 $53.1 miltion or $2.66 per Mcfe in the
prioryear. The increase in the rate per Mcfe is a result of a downward revision in Hazira reserves for the year ended March 31, 2006 that
affected the first three quarters of fiscal 2007. The reserves for Hazira increased as at March 31, 2007, decreasing the depletion rate in
the fourth quarter of fiscal 2007.

Depletion in Bangladesh was $19.6 million or $1.16 per Mcfe of production in fiscal 2007 compared to $12.2 million or §1.31 per Mcfein
the prioryear. In the prior year, the depletion calcutation was anly for the Feni property as Block 9 was not yet capable of production, In
May 2006, Block 9 began producing and the producing assets and associated reserves have been included in the depletion calculation,
having the impact of reducing the rate per Mcfe. {n addition, the costs of the Chattak blowout in excess of insurance coverage have
beenincluded in the cost base, which increased the depletion rate per Mcfe for both India and Bangladesh. These factors resulted ina
net decrease in the Bangladeshi depletion rate per Mcfe year-over-year.
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Further decreasing depletion effective in the fourth quarter was the change in functional currency referred to in the foreign exchange
discussion. The functional currency change results in lower depletion because there is a lower cost base because the capital assets are
translated from U.S. dollars to Canadian dollars at the year-end exchange rate rather than at the historical rate.

Income Taxes
The Company”’s overall tax provision in fisca) 2007 was a current income tax expense of $10.3 million compared to $8.6 million in the
previous year.

Taxes in India in the current year were $9.9 miflion compared to $7.9 million in the prior year. The Company recorded current income
taxes at a rate of 41.82 percent of Indian income after 3 deduction related to the tax holiday. Taxes increased in the current year
primarily due 1o the business and capital gains on the sale of the Bhandut, Cambay and Sabarmati properties in India. There was a
positive affect on taxes due to lower revenue in the current year, which was offset by a negative affect on taxes due to lower capital
deductions in the current year.

The Company pays taxes in Bangladesh at a rate of 4.0 percent of revenue net of profit petroleum. This amounted to $0.3 million in
fiscal 2007 compared to $0.7 million in the prior year. The decrease is due to decreased revenue from the Feni field.

The Company does not pay incame taxes related to Block 9 production, as indicated in the PSC. The PSCindicates that the calculation
for profit petroleum expense includes consideration of income taxes and, therefore, no income tax is assessed for Block 9.

The Company has filed its income tax returns for the years 1998 through 2007 in India, under provisions that provide for a 1ax hotiday
for production from the Hazira field.

The Company received a favourable ruling with respect 1o the tax holiday a1 the second tax assessment level for the 2001 taxation year,
The Income Tax Department has filed an appeal with the third tax assessment level against the order of the second tax assessment level
and the matter is currently pending with the third tax assessment level. During the quarter anded December 31, 2006, the second tax
assessment level ruled that, among other things, the Company would not receive a tax holiday for the Hazira field for the years 1998,
1999, 2000, 2002 and 2003, Under the Indian income tax system, the Company has filed an appeal before the third tax assessment level
against the order from the second tax assessment level for assessments for these years. The matteris currently pending before the third
tax assessment level. The 2004 year was assessed at the first level denying the tax holiday claim and the Company will appeal the order
to the second tax assessment level. The Company beligves that tax assessments such as this are not unusual in India, are in the normal
course of doing business in India and that the outcome of the appeals process wili resuit in rulings favourable to the Company. The
taxation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Should the Company fail through the assessment and appeal process 1o receive a favourable ruling with respect to the taxation years
1998 through 2004, the Company would record a tax expense of LI5$43.6 million, pay additional taxes of U5%$21.8 million and write off
the income tax receivable of US$20.9 million.

Dividend

The Company declared four quarterly dividends during fiscal 2007 of $0.03 per share each, totalling $4.9 million (2006 - $4.6 million).
While the Company intends to pursue a policy of paying quarterly dividends, the level of future dividends will be determined by the
Board of Directors in light of income (loss) from operations, capital requirements and the financial condition of the Company.
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SUMMARY OF QUARTERLY RESULTS
The following tables set forth selected financial information of the Company for the eight most recently completed quarters to
March 31, 2007:

Three months ended Juna 30, Sept. 30, Dec. 31, Warch?t,
{thoutands af doflars, except par thare amountt) 2006 2006 1008 2007
Petroleum and natural gas sales 29,627 28,129 28,637 29,093
Netincome (11,627} (11,117 {5,765) (3,128)
Per share

Basic (%) (0.30) (0.28) {0.14) (0.08)

Diluted ($) (0.30) {0.28) (0.14) (0.08)
Three months ended June 30, Sept_10, Dec. 3T, March 11,
(xhousands of dollats, except pershare amounts) 2005 2005 200 1008
Petroleum and natural gas sales 32,706 32,899 32,665 22,899
Net income 4,343 4,393 4,403 {17,491)
Per share

Basic ($) on on 0.1 (0.45)

Diluzed (%) 0.1 0.1 0.1 {0.45)

Net income has fluctuated over the quarters, due in part to changes in revenue, stock-based compensation expense and depletion,

Sales decreased in the quarter ended March 31, 2006 from the previous quarter due to an adjustment to Feni revenue to a price of
US$1.75 per Mcf from the price previously recorded. Sales increased in the following quarter with the commencement of production
from Block 9. A second factor contributing to the decrease in sales was the decrease in the indian royalty charged by the government,
which the Company collects from the customer and records as revenue. There were forecast natural declines in producticn at Hazira
and Feni in 2006 continuing into 2007, which have been offset by increases in production from Block 9, both of which affected sales.

In the quarter ended March 31, 2006, the previously experienced quarterly net income reversed into a net 1oss. This was due mainly to
the decreaseinsales and increased depletion expense, whichresulted from decreased reserves attributable 1o the producing properties.
Depletion expense remained relatively constant in 2006 as the increase in depletion expense due to the inclusion of blowout casts in
the depletable base was approximately offset by the decrease in the depletion expense due to reserve additions in 8lock 9. Depletion
expense decreased in the quarter ended March 31, 2007 with the addition of reserves, primarily from Block 9, as well as the foreign
currency transtation adjustment recognized in the quarter and a lower cost base due to depletion in previous quarters. The Company
continued to experience quarterly net losses throughout fiscal 2007, though at a declining quarterly rate, due to increased stock-based
compensation expense from stock option grants, with the associated expense weighted towards the beginning of the option life.

FOURTH QUARTER

Block 9 production began during fiscal 2007 resulting in an increase in sales and a decrease in the net loss in the quarter ended March
31, 2007 from the same quarter in the prior year. The increase in sales related to Block 9 production was partially offset by a decrease
in production from the Hazira field due to forecast natural declines and the decrease in the Indian royalty charged by the government,
which the Company collects from the customer and records as revenue. There was no effect on net income because the decrease in
royalty expense is offset by a decrease in recorded sales. There was a forecast naturzl decline in production from the Feni field in fiscal
2007 during the fourth quarter and there was a downward adjustment in the fourth quarter of fiscal 2006 related to the recognition of
revenue from the Feni field at 2 price of US$1.75 per Mcf,
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Adecreaseindepletion expense contributed to a reduction in the net loss in the fourth quarter of fiscal 2007 versus the net lossin the
same period in the prior year. There was a decrease in depletion expense in the fourth quarter because of a netincrease inthereserve
base due to additions primarily for Hazira, Surat and Block 9, the foreign currency translation adjustment decreasing the cost base of
the assets and an additional decrease to the cost base of the assets with the addition of one year of depletion.

The Company had working capital as at March 31, 2007 of $202.3 million, which included $209.4 million of cash and cash equivalents.
The increase in warking capital from t e prior quarter is due 10 the bought-deal financing in February 2007 raising net proceeds
of $179.5 million. Restricted cash increased because of an increase in the Cauvery performance guarantee and the addition of a
performance guarantee for the D4 block. The incame tax receivable increased due to 2n expected income tax recovery in India and
the [ong-term accounts receivable increased for additional praduction sold from the Feni field. Accounts payable increased due to
the capital activity, primarily in 06 and Block 9, during the fourth quarter of 2007.

Capital expenditures were $56.6 million during the fourth quarter of fiscal 2007. The Company spent $2.6 millionin Cauvery, primarily
related to seismic activities. In the D6 block, $36.4 million {net ta the Company) was spent on drilling five wells and construction of
the gas plant facilities, In Block 9, $8.7 million [net to the Company) was spent on drilling the Bangora-§ well and a $1.6 million (net
to the Campany) discovery banus was paid as per the terms of the PSC. Drilling three exploration wells in Fang, Thailand cost $4.8
million. A total of $2.5 mitlion [net 1o the Company) was spent on various other capital activities in NEC-25, Surat and Mae Scon and
far insurance premiums related to the Chattak blowout. The Company also capitalized $0.6 million of stock-based compensation
expense in the quarter.

LIQUIDITY AND CAPITAL RESOURCES

Liquidity and Caplital Resources

At March 31, 2007, the Company had working ¢capitat of $202.3 million, which included $209.4 million of cash and cash equivalents,
compared to a working capital deficiency of $20.0 million at March 31, 2006, which included $39.2 millicn of cash and cash
equivalents. The change from a working capital deficiency to positive working capital was primarily a result of equity issvances in
August 2006 and February 2007.

The Company h3s provided performance guarantees to the governments of India and Bangladesh totalling US$9.7 million and US$7.7
millian, respectively. The performance guarantee to the Government of Bangladesh is backed by Export Development Canada and,
therefore, is not recagnized in the financial statements as at March 31, 2007,

In Augqust 2006, the Company completed a bought-deal financing, raising net proceeds of $121.1 million. The Company has used
portions of the funds for ongoing exploration and development costs, to repay the outstanding balance of long-term debt in Gctober
2006 and for general corporate purposes. The remaining funds are included in the cash balance at March 31,2007,

In February 2007, the Company completed a bought-deal financing taissue 2.3 million common shares at a price of $81.50 per share,
for net proceeds of $179.5 million. The Company plans to use the proceeds of this issue to finance its exploration and development
program and for general corporate purposes.

In February 2007, the Company completed the sale of its interests in the Bhandut, Cambay and Sabarmati oil fields, located onshore
in India, for proceeds of US$5.5 million.
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In April 2007, the Company agreed 10 the terms of a US$550 million credit facility. The facility is cutlined in a credit-approved term
sheet and is subject to satisfactory legal documentation and due diligence, receipt of certain third-party reports and syndication. The
purpose of the facility is to fund devetopment of the D6 block and, upon completion of the D6 block development, may be used for
other projects.

The Company has planned capital expenditures of $361 million ta $387 million for fiscal 2608.

Based on the cash requirements and cash sources described above, the Company expects its funds will be sufficient to meet its fiscal
2008 working capital requirements and planned capital expenditures.

The Company has a number of contingencies asat March 31, 2007. Refer to the audited consolidated financial statements for a complete
list of the contingencies and any potential effects an the liquidity of the Company.

The Company is able to make payments to Banglzdesh vendors from its Feni and Chattak branch office, but is unable to repatriate funds
from the Feni and Chattak branch office or to pay foreign vendors.

The Company has capital commitments under its various performance guarantees as listed in the audited consolidated financial
statements as at March 31, 2007. The Company and its partner have capital commitments for phase | exploration as per the PSC signed
for the 04 Block for seismic and drilling three exploration weils, which must be expended within four years. The capital commitment is
estimated at US%97.6 million (US$74.6 million net to the Company) and U5%0.3 miltion net to the Company has been spent on seismic.
The Cauvery block has a PSC phase | three-year commitment minimum capital expenditures for seismic and drilling five exploration
wells, The capital commitment is estimated at U5$15.9 million and the Company has spent U5%$9.4 million to date, mainly on seismic.
The Company and its partner have capital commitments for phase | exploration as per the PSC signed for Block 9 for seismic and drilling
three wells and in certain circumstances up to 10 wells. The Company and its partner have completed the seismic and drilled six wells
that apply to the commitment. The Company and its partner have capital commitments for phase ) exploration for seismic and two
exploration wells as per the PSC for the NEC-25 Block and have drilled a sufficient number of wells to meet the commitment.

In Thailand, the Company has a commitment for 12 workovers and/or wells in the development portion of the block and 10 exploration
wells, with a minimum capital commitment of U5$12.2 million to be spent within two years. To March 31,2007, the Company had spent
approximately US$15.5 million of qualifying costs related to the 30 seismic and drilling on the Fang block, workovers and drilling in
Mae Saon, and general and administrative costs.

Contractual Obligations

Payments Due by Pesiod
(dollars} Toul Lets Than 1 Year 1-3 Yaars 4-5Yanrs Afters Yoars
Guarantees 20,003,000 20,003,000 - - -
Office leases 1,596,000 453,000 471,000 403,000 269,000
Total contractual obligations 21,599,000 20,456,000 471,000 403,000 269,000

As at March 31, 2007, the Company had the following performance security guarantees: US$7.7 miltion for Block 9, US$7.0 million for
the Cauvery block, US$1.7 million for the D4 biock and US$1.0 million for the NEC-25 block. The guarantees for Cauvery, D4 and NEC.
25 are included in the restricted cash balance as at March 31, 2007, The value of the Block 9 guarantee is not reflected on the batance
sheet as the Company did not have to provide funds to support the guarantee.

As at March 31, 2006, the Company had provided a performance security guarantee to the Government of Bangladesh in the amount of
US$13.3 million in connection with Block 9. The restricted cash balance as at March 31, 2006 pertained to this quarantee.
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Related Parties

The Company has a 45 percent interest in a Canadian property that is operated by a related party, a Company owned by the President
and CEO of Niko Resources Ltd. This joint interest originated as a result of the related party buying the interest of the third-party
operator of the property in 2002, The transactions with the related party are not significant to the operations of the Company and are
in the normal course of business.

CRITICAL ACCOUNTING ESTIMATES
The Company makes assumptions in applying the following ¢ritical accounting estimates that are uncertain at the time the accounting
estimate is made and may have a significant effect on the financial statemenas of the Company,

Proved Oil and Natural Gas Reserves and Full Cost Accounting

The Company follows the Canadian full cost method of accounting whereby all costs related to the exploration for and development
of oil and natural gas reserves are initially capitalized and accumulated in cost centres by country, Costs capitalized include land and
acquisition costs, geological and geophysical expenses, costs of drilling productive and non-productive wells, gathering and production
facilities and equipment, and administrative costs related to capital projects. Gains or losses are not recognized vpon disposition of oil
and natural gas properties untess such disposition would alter the depletion rate by 20 percent or mora.

In applying the full cost method, the Company performs a cost recovery test (ceiling test), placing a limit on the carrying value of
property and equipment. The carrying value is considered recoverable when the fair vatue, calculated as the sum of the undiscounted
valve of future net revenue from proved reserves, the cost of unproved properties and the cost of major development properties,
exceeds the carrying value. When the carrying value exceeds the fair value, an impairment loss is recognized to the extent that the
carrying value of assets exceeds the net present value, calculated as the sum of the discounted value of future netrevenue from proved
and probable reserves, the lower of cost and market of unproved properties and the cost of major development projects. The net
present value is estimated using expected future prices and costs and is discounted using arisk-free interest rate.

Independent qualified engineers in conjunction with the Company’s reserve engineers estimate the value forcil and natural gas reserves
that are used in the depletion and depreciation as well as the ceiling test calculation. This estimation is performed in accordance with
the standards set forth in the Canadian Oil and Gas Evaluation Handbook.

The amounts recorded for depletion and depreciation of exploration and development costs and the ceiling test are based on estimates
of proved reserves, production rates, future oil and natural gas prices and future costs, which are all subject tomeasurementuncertainties
and various interpretations. The Company expects that its estimates of reserves will be revised upwards or downwards over time, based
on future changes to these variables. Reserve estimates can have a material impact on the depletion and depreciation expense and
the carrying value of property and equipment. Revisions to reserve estimates could increase or decrease depletion and depreciation
expense charged to net income and a decrease in estimated reserves could result in a write-down of property and equipment based on
the ceiling test in the future.

Costs Excluded from Depletable Base

Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed quarterly 10 ascertain whether
impairment has occurred. When proved reserves are assigned 1o the property or the property is considered to be impaired, the cost of
the property or the amount of impairmentis added to the full cost pool. Costs of major development projects are inftially excluded from
the full cost poo! and are assessed quarterly to ascertain whether impairment has occurred. When a portion of the property becomes
capable of commercial production or the property is considered 1o be impaired, the cost of the property is added to the full cost pool.
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Asset Retirement Obligation

As the Company’s assets are retired, significant abandonment and reclamation costs will be incurred. The Company recognizes the fair
value of a liability for an asset retirement obligation with a corresponding amount capitalized to property and equipment. The liabifity
increases and accretion expense is recognized each period due 10 the passage of time. The capitalized portion is depleted based on the
unit-of-production method.

The obligation is based on factors including current regulations, abandonment costs, technologies, industry standards and obligations
in the Campany's agreements. The fair value calculation takes into account estimated timing of abandonment, inflation and a credit-
adjusted, risk-free interest rate. Changes in any of the factors and revisions to any of the estimates used in calculating the obligation may
resultin a materizl impact to the carrying value of property and equipment, asset retirement obligation and depletion expense charged
10 netincome. The Company expects that its estimates of its asset retirement obligations will be revised upwards or downwards over
time, based on future changes to the factors and estimates involved. Changes to these estimates in the past have resulted in material
adjustments to the financial statements.

Stock-Based Compensation

The Company uses the fair value method of accounting for its stack-based compensation expense associated with its stock option plan.
Compensation expense is based on the fair value of stock options at the grant date using the Black- Scholes option-pricing model.
The Black-Scholes model requires estimates for the expected volatility of the Company's stock, a risk-free interest rate, expected
dividends on the stock and expected life of the option. Changes in these estimates may result in the actual compensation expense
being materially different from the compensation expense recognized; however, this expense is not subsequently adjusted for changes
in these factars. The Company capitalizes the stock-based compensation expense relating to those employees whose time relates to
exploration activities,

Income Taxes

The Company follows the tax liability method of accounting for income taxes. Under this method, income tax liabilities and assets are
recognized for the estimated tax consequences attributable to differences between the amounts reported in the financial statements
and their respective tax bases, using enacted income tax rates. The effect of a change in income tax rates on future income tax
liabitities and assets is recognized in income in the period that the change occurs. The Company’s current and future income tax
liability involves interpretation of complex laws and regulaticns invalving multiple jurisdictions. The Company pays income tax at the
highest rate of the jurisdictions in which it operates. Thisis subject to changing laws and regulations and tax filings are subject to audit
and potential reassessment. The Company expects that its estimates of current and future income tax liability will be revised upwards
or downwards over time, based on changes in the reversal of timing differences, enacted income tax rates, laws and regulations and
reassessment of tax filings.

The Company has filed its income tax returns for the years 1998 through 2007 in India, under provisions that provide for 3 tax heliday
for production from the Hazira field.

The Company received a favourable ruling with respect to the tax holiday at the second tax assessment level for the 2001 taxation year.
The Income Tax Department has filed an appeal with the third tax assessment ievel against the order of the second tax assessment level
and the matter is currently pending with the third tax assessment level. During the quarter ended December 31, 20086, the second tax
assessment level ruled that, among other things, the Company would not receive a tax holiday for the Hazira field for the years 1998,
1999, 2000, 2002 and 2003. Under the Indian income tax system, the Company has filed an appeal before the third tax assessment level
against the order from the second tax assessment level for assessments for these years, The matter is currently pending before the
third tax assessment level. The 2004 year was assessed at the first level denying the tax holiday claim and the Company will appeal the
order to the second tax assessment level. The Company believes that tax assessments such as this are not unusual in India, are in the
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normal course of doing businessin India and that the outcome of the appeals process will result in rufings favourable to the Company.
The taxation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Shoutd the Company fail to receive a favourabla ruling through the assessment and appeal process with respect to the taxation years
1998 through 2004, the Company would record a tax expense of US$43.6 million, pay additional taxes of U5$21.8 million and write
off the income tax receivable of US$20.9 million.

Accrual Accounting

The Company follows the accrual method of accounting, making estimates in its financial and operating results. This may include
estimates of revenue, royalties, production and other expenses and capital items related to the period being reported, for which
actual results have not yet been received. The Company expects that its accrual estimates wiil be revised, upwards or downwards,
based on the receipt of actual results.

Financial Instruments

Financial instruments of the Company consist of cash, restricted cash, short-terminvestments, prepaid expenses, accounts receivable,
and accounts payable and accrued liabilities. As at March 31, 2007 and 2006 there were no significant differences between the
carrying amounts of these instruments and their fair values.

The Company is exposed to fluctuations in foreign currency exchange rates due to the nature of the Company’s operations as it earns
revenue in both U.S. dollars and Indian rupees and expenditures accur in U.S. dollars, Indian rupees, Bangladeshi takas and Thai
baht. The Company manages this risk by maintaining foreign currency bank accounts and periodically entering inte foreign exchange
forward contracts.

DISCLOSURE CONTROLS AND PROCEDURES

The Company’s Chief Executive Officer and Chief Financial Officer are respansible for designing disclosure controls and procedures
or causing them 1o be designed under their supervision and evaluating the effectiveness of the Company's disclosure controls
and procedures as of March 31, 2007. The Company’s Chief Executive Officer and Chief Financial Officer oversee the design and
evaluation process and have concluded that the design and operation of these disclosure controls and procedures were effective in
ensuring material information relating to the Company required to be disclosed by the Company in its annua filings or other reports
filed or submitted under applicable Canadian securities laws is made known to management on a timely basis to allow decisions
regarding required disclosure.

INTERNAL CONTROLS OVER FINANCIAL REPORTING

The Chief Executive Officer and Chief Financial Officer of the Company are responsible for designing internal controls over financial
reporting or causing them to be designed under their supervision. The Chief Executive Officer and Chief Financial Officer have
overseen the design of internal control over financial reporting and have concluded that the internal control over financial reporting is
designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with Canadian GAAP.

Because of their inherent limitations, disclosure controls and procedures and internal controls over financial reporting may rot
prevent or detect misstatemants, errors or fraud. Control systems, no matter how well conceived or operated, can provide only
reasonable, not absclute, assurance that the objectives of the controls systems are met.
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RISKS
In the normal course of business the Company is exposed to a variety of risks in its pperations. These include operational, currency,
taxation, foreign operations, commodity price, political, government policy and legistation, and concentrated sales risks.

The Company is exposed to operational risks inherant in exploring for, developing and producing crude oil and natural gas. There are
numerous uncertaintias in estimating oil and natural gas reserves and in projecting future preduction and costs. Uncertainties also
exist when predicting the results and timing of exploration and development projects and their related expenditures. Total amounts
or timing of production may vary significantly from reserves and production estimates. The Company attempts to limit these risks
by maintaining a focused asset base and by hiring qualified professionals with appropriate industry experience. A comprehensive
insurance program is maintained to mitigate risks and to protect against significant losses, while maintaining levels of risk within the
Company which management believes to be acceptable. This includes traditional industry coverage such as well control insurance.

The Company plans to operatein regions where the petroleym industryis akey component of the economy tohelp mitigate the risks of operating
in foreign jurisdictions. The Company believes that management's experience operating internationally helps to further reduce these risks.

Currency risks have been reduced to primarily a U.S. dollar/Canadian dollar risk by denominating revenue in one currency, the U.5.
doliar. Since June 2002, the majority of the Company’s revenue is from U.S.-dollar-denominated contracts. The vast majority of capital
expenditures are in U.S. dollars, as is a portion of operating expenses. The remaining operating expenses are in local currency. The
Company’s financial risk profile at March 31, 2007 is described in Note 13 to the consolidated financiai statements.

Natural gas prices where the Company aperates are generally influenced by lacal market supply and demand and government policies. The
Company’s natural gas production in India s typically sold with fixed-price contracts at U.5. dollar-equivalent prices and the Company expects
to continue entering into natural gas contracts in India on this basis, The price provisions in most of the Hazira natural gas contracts expired
in November 2004 and January 2005 and most of the contracts contain 3 renewal provision 1o renegotiate based on mutual agreement an
market-refated prices. The gas price has been revised as per the price revision provisions allowed in most of the Hazira natural gas contracts.
The Company has signed price renewals agreements for the future years also with three customers and the remaining customers are paying
at prices between US$3.51 per Mcf and US%$4.50 per Mcf. The Company’s natural gas enjoys a significant price, efficiency and environmentat
advantage compared to naphtha, the main competing fuel. Liquefied natural gas imports have begun and are currently priced at levels
consistent with market prices and are expected to be a key price determinant in the future.

A portion of the Company’s accounts receivable are with organizations in the oil and natural gas industry and are subject to normal
industry credit risks. Certain purchasers of the Company’s oil and natural gas production are subject to an intemal credii review and
must provide financial performance guarantees in order to minimize the risk of non-payment.

The Company has a number of contingencies as at March 31, 2007. Refer to the audited consolidated financial statements for a complete
list of the contingencies and any potential effects on the Company.

OUTSTANDING SHARE DATA
At June 25, 2007, the Company had the following outstanding shares:

Number Ampunt
Common shares 43,271,070 $ 625,918,000
Preferred shares nil nil
Stock optigns 3,548,500 -
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Allinformationin this Annuai Report is the responsibility of management. The financial statements necessarily include amounts that are
based on estimates, which have been objectively developed by management using all relevant information. The financial information
contained elsewhere in this report has been reviewed 1o ensure consistency with the financial statements.

Management maintains and evaluates the effectiveness of disclosure controls and pracedures and maintains internal control over
financial reporting for Niko Resources {td. Disclosure controls and procedures are designed 1o provide reasonable assurance that
material information relating to Niko Resources Ltd., including its consolidated subsidiaries, is made known to management by others
within those entities. Internal control over financial reporting is designed 1o provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with Canadian generally accepted
accounting principles.

The Audit Committee of the Board of Directors, comprised of non-management directors, has reviewed the financial statements
with management and KPMG. The financial statements have been approved by the Board of Directors on the recommendation of the
Audit Commirtee.

[Signed) “Edward S. Sampson” (Signed) "Murray Hesje”

Edward S. Sampson Murray Hesje

President and CEC Vice President, Finance and CFO
June 25, 2007
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Auditors’ Report

To the Shareholders of Niko Resources Ltd.

We have audited the consolidated balance sheets of Nika Resources Ltd. as at March 31, 2007 and 2006 and the consclidated
statements of operations and retained earnings and cash flows for the years then ended, These consolidated financial statements are
the responsibility of the Company’s management. Our responsibifity is to express an opinion on these consolidated financial statemaents
based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we plan
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supportir;g the amounts and disclosures in the financial statements. An audit alsoincludes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation,

In our opinian, these consolidated financial statements present fairly, in all material respects, the financial position of the Company a5
at March 31, 2007 and 2006 and the results of its operations and its cash flows for the years then ended in accordance with Canadian
generally accepted accounting principles.

(Signed) “KPMG LLP~

KPMGLLP

Chartered Accountants
Calgary, Canada

June 25, 2007
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Consolidated Balance Sheets

Yearsended March 31,2007 and 2006 (thousands of dollars)

As vt March 31, 2007 2006
Assots
Current assets
Cash and cash equivalents 209,370 $ 339,197
Accounts receivable 21,917 37,0m
Prepaid expenses 1,577 622
232,864 76,830
Restricted cash (note 14) 12,201 15,563
Long-term accounts receivable (note 4) 26,191 17,412
Income tax receivable (note 4) 24,180 15,963
Property and equipment (note 5) 379,124 391,490
674,560 $ 517,258
Liabilities and Shareholders” Equity
Current liabilities
Accounts payable and accrued liabilities 29,313 $ 67412
Current portion of long-term debt (note 7) - 28,523
Current tax payable 1,292 857
30,605 96,792
Asset retirement obligation (note 6) 8,974 6,779
39,579 $ 103,57
Sharehalders’ equity
Share capizal (note 8) 603,112 297,747
Contributed surplus (note ) 26,723 6,861
Foreign currency translation account (67.410) -
Retained earnings 72,556 109,079
634,981 413,687
674,560 $ 517,258

Guarantees (note 14)
Commitments (note 16)
Contingencies (note 17)
Subsequent events (note 18)

See accompanying notes to consolidated financial statements.
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Consolidated Statements of Operations and Retained Earnings

Years ended March 31,2007 and 2006 (thousands of dollars, except per share amounts)

Years endad March31, 2007 2006
Revenue
Oil and natural gas $ 115,486 $ 121,168
Royalties {6.704) {17,443)
Profit petroleum (20,885) (11,828)
Pipeline and other 5,154 4,119
$ 93,051 $ 96,016
Expenses
Preduction and pipeline $ 12,489 $ 9,756
Interest and financing 2,379 3,675
General and administrative . 6,180 5,448
Write-down of long-term account receivable (note 4) - 1,631
Foretgn exchange (gain) loss (2,029) 44
Stock-based compensation 18,490 5,318
Depletion, depreciation and accretion 76,882 65,883
114,391 91,755
Income (loss) before income taxes $ (21,340) $ 4261
Income taxes (note 12)
Current 190,297 8,613
10,297 8,613
Net income (loss) (31,637) (4,352
Retained earnings, beginning of year 109,079 118,035
Dividends paid (4.886) (4.604)
Retained earnings, end of year 72,556 109,079
Net (loss) per share (note 11)
Basic and diluted $ {0.79) 3 {0.11)

See accompanying notes to consalidated financial statements.
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Consolidated Statements of Cash Flows

Yearsended March 31,2007 snd 2006 (thousands of dollars)

Years ended March31, 2007 2006
Cash provided by (used in):
Operating activities
Net income (loss) ¢ (31,637) $ (4,352)
Add items not involving cash
from operations:
Depletion, depreciation and accretion 76,882 65,883
Unrealized foreign exchange loss 334 778
Amortization of debt set-up costs 768 -
Stock-based compensation 18,490 5,318
Change in non-cash working capital 959 (14,206)
Change in long-term accounts receivable (17.075) (14,445)
48,721 38,976
Financing activities
Proceeds from issuance of shares,
net of issuance costs {note 8) 304,777 3,053
Long-term debt (27,478) 9,119
Dividends patd {4,886) (4.604)
272,413 7.568
Investing activities
Addition of praperty and equipment {134,766) (135,236)
Dispositign of property and equipment 6,360 -
Restricted cash contributions (note 14} (13,580) (38.672)
Restricted cash returned {note 14) 16,769 22,690
Change in non-cash working capital (23,930) 43,573
{149,147) (V07,645)
Increase (decrease) in cash 171,987 {61,101)
Effect of translation on foreign currency cash and ¢ash equivalents (1.814) (1.659)
Cash and cash equivatents, beginning of period 39,197 101,957
Cash and cash equivalents, end of period $ 209,370 $ 39,797
Supplemental information:
Interest paid $ 1,487 $ 3,183
Taxes paid $ 16,363 $ 11,841

See accompanying notes to consolidated financial statements,
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Notes to Consolidated Financial Statements

All rabular amourts are in thousarets af dallars exeept per share amounts, mumbers of shares/stock options, benchmark commodity
prices, erock aption and share prices, and certain other figures as indicated,

1. COMPANY ACTIVITIES
The business of Niko Resources Ltd. {"Niko® or "the Company“) consists of the exploration for and development of petrolevm and
natural gas. The Company’s business is carried on primarily in India, Bangladesh, Thailand and Canada.

The consolidated financial statements of the Company have been prepared in accordance with Canadian generally accepted accounting
principles (GAAP).

Certain comparative figures have been reclassified to conform to the current year's presentation.

2. ACCOUNTING POLICIES

{a)Basis of Presentatlon

The consolidated financial statementsinclude the accounts of the Company and all of its subsidiaries. Substantially all of the exploration
and production activities of the Company are conducted jointly with others and, accordingly, these financial statements reflect only
the Company’s praportionate interest in such activities.

The functional currency of the Company’s foreign subsidiaries is U.5. dollars. These consolidated financial statements are reportedin
Canadian doltars.

{b)Cash and Cash Equivalents
Cash and cash equivalents consist of cash and demand deposits.

(c) Restricted Cash
Restricted cash consists of amounts provided as performance guarantees in accordance with production sharing contracts with host
governments entered into by the Company.

{d)Property and Equipment

The Company follows the Canadian full cost method of accounting whereby all costs related to the exploration for and development
of oil and natural gas reserves are initially capitalized and accumulated in cost centres by country. Costs capitalized include land and
acquisition costs, geological and geophysical expenses, costs of drilling productive and non-productive wells, gathering and preduction
facilities and equipment, and administrative costs related to capital projects. Gains or losses are nat recognized upon disposition of oil
and natural gas properties unless such disposition would alter the depletion rate by 20 percent or more.

In applying the full cost method, the Company performs a cost recovery test (ceiling test), placing a limit on the carrying value of
property and equipment. The carrying value is considered recoverable when the fair value, calculated as the sum of the undiscounted
value of future net revenues from proved reserves, the cost of unproved properties and the cost of major development properties,
exceeds the carrying value. When the carrying value exceeds the fair value, an impairment loss is recognized to the extent that the
carrying value of assets exceeds the net present value, calculated as the sum of the discounted value of future net revenues from
proved and probable reserves, the lower of cost and market of unproved properties and the cost of major development projects. The
net present value is estimated using expected future prices and costs and is discounted using a risk-free interest rate.

(e) Capitalized Interest
Interest costs on major capital projects are capitalized until the projects are capabte of commercial production. These costs are
subsequently amortized with the related assets.
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(f) Asset Retirement Obligation

The Company recognizes the fair value of a liability far an asset retirement obligation relating to its long-lived assets in the period
in which it is incurred. The fair value of an asset retirement obligation is recorded as a liability with a corresponding increase in
property and equipment. The increase in property and equipment is depleted using the unit-of-production method consistent with
the underlying assets. The accretion expense and increases to the asset retirement obligation are recognized each period due to the
passage of time. Subsequent t¢ initial measurement, period-t1o-period changes in the liability are recognized for revisions to either the
timing or the amount of the original estimate of undiscounted cash flows. Actual costs incurred upon settlement are charged against
the asset retirement obligation. Any difference between the actual costs and the recorded liability is recognized as a gain or loss in
eamnings in the period in which the settiement occurs.

(g)Revenue Recopgnitiaon
Sales of crude oil, natyral gas and natural gas liquids are recarded in the period in which the title to the petroleum transfers to the
customer. Crude oil and natural gas liquids produced, but unsold, are recorded as accounts receivable until sold.

(b)Depletion and Depreciation

Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed quarterly to ascertain whether
impairment has occurred. When proved reserves are assigned to the property or the property is cansidered to be impaired, the cost of
the property or the amount of impairment is added to the full cost pool. Costs of major development projects are initially excluded from
the full cost pool and are assessed quarterly to ascertain whether impairment has occurred. When a portion of the property becomes
capable of commercial production or the property is considered to be impaired, the cost or an appropriate portion of the cost aof the
property is added to the full cost peols.

Costs capitalized are depleted using the unit-of -production method by cost centre based upon net proved oil and natural gas reserves
as determined by independent engineers. For purposes of the calculation, oil and natural gas reserves are converted to a common unit
of measure on the basis of their retative energy content.

Qffice and other equipment are deprectated using the declining balance method at rates of 20 percent o 30 percent per annum.

{i) Foreign Currency

The Company’s foreign operations have U.S. dellars as their functional currency and, as the Company reports its results in Canadian
dollars, it therefore uses the current rate method of foreign currency translation. Under the current rate method, accounts are translated
to Canadian dollars from their U.S. dollar functional currency as follows: assets and ligbilities are translated at the exchange rate in effect
at the balance sheet date, and revenues and expenses are transtated at the average exchange rate for the period. Gains and losses resulting
from the translation of foreign operations to Canadian dolars are included in the foreign currency translation account.

Transactions in foreign currencies are translated at rates in effect at the time of the transaction and any resulting gains and losses are
included inincome.

{(j) Derivative Financial Instruments

The Company periodically may employ derivative financial instruments to manage exposures related to Canada/U.5. dollar exchange
rates. These instruments are not used for speculative or trading purposes. The fair value of derivative financial instruments that are not
designated as hedges or do not qualify for hedge accounting is recognized on the consolidated balance sheet as an asset or liability.
Unrealized gains and losses resulting from changes in the fair value of these instruments are recognized in net income at the end of each
reporting period and realized gains and losses are recorded when the instrument is settled.
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Throughout the year ended and 3s at March 31, 2007, the Company did not enter into any financial instruments that qualified for

hedge accounting,

{k)Income Taxes

The Company follows the tax liability method of accounting for income taxes. Under this method, income tax liabilities and assets are
recognized for the estimated tax consequences attributable to differences between the amaunts reported in the financial statements
and their respective tax bases, using enacted income tax rates. The effect of a change inincome tax rates on future income tax liabilities
and assets is recognized inincome in the period that the change occurs.

(l)y Measurement Uncertainty

The preparation of the financial statements in conformity with Canadian generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and iiabilities and the disclosure of contingent assets
and liabilities 3t the dates of the financial statements and the reported amounts of revenues and expenses during the reporting periods.
By their nature, these estimates are subject to measurement uncertainty and actual results may differ from those estimates.

The most significant estimates made by management relate to amounts recorded for the depletion of capital assets, the provision for
the asset retirement obligation, accretion expense, the ceiling test and stock-based compensation expense. The ceiling test calculation
28 and the provisions for depletion and asset retirement obligation are based on such factors as estimated proved reserves, production
rates, petroleum and natural gas prices and future ¢osts. Future events could result in mazerial changes to the carrying values recognized

. in the financial statements.

{(m)Per Share Amounts

Basic earnings per share are computed by dividing earnings by the weighted average number of common shares outstanding during
the year. Diluted per share amounts reflect the potentiat dilution that could occur if options to purchase common shares were
exercised of converted to comman shares. The treasury stock method is used to determine the dilutive effect of stock options and

any other dilutive instruments.

(n)Stock-based Compensation Plans

The Company has astock-based compensation plan as described in note 8. Compensation expense associated with the planis calcutated
and recognized in income over the vesting period of the plan with a corresponding increase in contributed surplus. Compensation
expense is based on the fairvalue of the stock aptions at the grant date using the Black-Scholes option- pricing model. Any consideration
received upon exercise of the stock options, together with the amount previously recognized in contributed surplus, is recorded as an
increase 1o share capital.

3. ACCOUNTING CHANGES

During the quarter ended March 31, 2007, the Company changed the method by which its foreign operations are translated to Canadian
doltars due 1o a change in the Company’s foreign operations’ functional currency. The Company’s foreign operations’ functional currency
changed from Canadian dollars to U.5. dollars as a result of the increased significance of the U.S. dollar to the foreign operations’ cash flows.
Amongst other things, thisincreased significance of the U.S. dollaris a result of the decision to proceed with a U.5..dollar-based credit
facility and an increased proportion of revenues being earned in U.S. dollars.

Effective January 1, 2007, the Company began translating the accounts of its foreign operations ta Canadian dollars using the current
rate method, whereas previously it had used the temporal method.
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Under the current rate method, accounts are translated to Canadian dolfars as follows: assets and liabilities are translated at the
exchange rate in effect at the balance sheet date, and revenues and expenses are translated at the average exchange rate for the
period. Gains and losses resulting from the translation of foreign operations 1o Canadian dollars are included in the foreign currency
translation account.

Under the temporzl method, accounts are translated to Canadian as follows: monetary assets and liabilities are translated at the period-
end exchange rate, non-manetary assets and liabilities are translated using historical exchange rates, and revenues and expenses are
transtated using the average exchange rate for the period. Gains and losses resulting from the translation of foreign operations to
Canadian dollars are included in net income for the period.

This change was adopted prospectively on January 1, 2007 and resulted in a foreign currency transfation adjustment of $67.3 million
with a corresponding decrease in property and equipment. An additional credit of $0.1 million was recorded to the foreign currency
translation account for the activity during the quarter ended March 31, 2007.

4. LONG-TERM ACCOUNTS RECEIVABLE

As described below, the Company has two long-term accounts receivable:

{a) The long-term account receivable balance consists of gas sales charged to the Bangladesh Qil, Gas and Mineral Corporation
{(Petrobangla) far production from the Feni field in Bangladesh. The Company commenced production from the Feni fiztd in November
2004 and has made gas deliveries 10 Petrobangla singe that time. The Company formalized a Gas Purchase and Sales Agreement (GPSA)
in the quarter ended December 31, 2006 at a price of US$1.75 per Mcf, Prior 1o formalizing the GPSA, the Company had been recording
natural gas revenue and valuing the receivable at prices ranging from U5$2.35 per Mcf to US$1.75 per Mcf. The write.down of the long-
term account receivable of CADS1.6 million in the year ended March 31, 2006 is the result of the reccanition of revenue from incepticn
to March 31, 2006 at a price of US$1.75 per Mcf,

Payment of the receivable is being delayed as a result of various claims raised against the Company as a result of the blowouts which
occurred in the Chattak field in January and June 2005. These claims are further discussed in the note 17, Contingencies.

Though the Company expects to collect the full amount of the receivable, it is not cartain that the collection of the receivable will oceur
within one year of March 31, 2007. As a result, the receivable has been classified as long-term.

(b) The income tax receivable balance results from refiling income tax returns for the taxation years 2001 through 2004, including
an income tax deduction related to a tax heliday. Additional amounts paid by the Company to the Government of India as a resuit of
tax assessments and reassessments for the taxation years 2001 through 2004 are also included in the income tax receivable balance
pending final resolution of the tax filing for the taxation year. Any additional amounts assessed at various levels are not recorded by
the Company until they are paid or until the taxation year reaches the highest level of appeal.
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5. PROPERTY AND EQUIPMENT

Accumlated

Deplation and Nst Book

7007 Cost Depreciation Value
Qil and natural gas

india $ 354,633 $ 171,788 $ 182,845

Bangtadesh 211,112 37,574 173,538

Thailand 20,910 - 20,910

Canada 2,202 1.448 754

Corporate 1,423 346 1,077

$ 590,280 $ 211,156 $ 379,124

Accumuiated

Degplorionand NetBool

1008 Cost Depreciation Yils
Qil and natural gas

India $ 331,380 $ 115,163 $ 216,17

Bangladesh 190,213 17,990 172,223

Thailand 1,370 - 1,370

Canada 1,900 1,268 632

Corporate 1,354 306 1,048

$526,217 $ 134,727 $ 391,490

During the current fiscal year, the Company capitalized $0.6 million of general and administrative expenses and $1.9 million of stock-
based compensation expense (2006 - $0.9 million and $0.7 million, respectively),

Costsof $177.9 million (2006 - $182.0 million) associated with the Company’s undeveloped properties and major development projects
in India and Thailand have been excluded from costs subject to depletion and depreciation.

During the quarter ended March 31, 2007, the sale of the Company’s interests in the Bhandut, Cambay and Sabarmati oil fields located
anshore India was completed. The aggregate sale price for these fields was US$5.5 million (CAD$6.2 million) and was recorded as a
credit to Property and Equipment.

At March 31, 2007 the Company performed ceiling tests for the relevant portion of the Indian, Bangladeshi and Canadian cost centres
10 assess the recoverable value. For all cost centres, the undiscounted value of future net revenues from the Company’s proved reserves
exceeded the carrying value.

The D&, NEC-25, D4 and Cauvery blocks in India and the Thailand Fang and Mae Soon blotks were excluded from the ceiling test as the
Company considers these properties 10 be either major development projects or unproved properties, A separate impairment test was
performed for these properties and no potential impairment was indicated.
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The furure oil and condensate prices for Hazira, Surat, Feni and Block 9 are based on the April 1, 2007 commodity price forecast relative
1o Brent blend prices of the Company’s independent reserve evaluators and are adjusted for commodity price differentials specific
1o the Campany. For the prices quoted in U.S. dollars, the Company converted the prices to Canadian dollars using the exchange rate
provided by its independent reserves evaluators. The natural gas price is based on contracts entered into by the Company and forecasts
of future contract prices. The future oil price for Canada is based on the March 2007 acteal selling price as an independent reserve
evaluation was not performed due to the size of the Canadian operations relative to the Company. The Canadian operations accounted
forless than 1 percent of sales for the year ended March 31, 2007. The table below summarizes the benchmark prices used in the ceiling
test calculation.

Hazira Hazirp Surat Fani Feni Blocky Blockd

Hazlra Cond- MNatunl Natursl Cong- Matural Forsign Canada Cond- Maturs!

on L1 ] Gas Gat antae Ga1  Evchangs o e Cas

Prics Price Price Price Price Prica Rate Price Price Price

[USS/bbI)  (US$/bhI)  (USS/Mcf) (USS/Mcf) (USS/bbl) (USS/Mcf) {USS/CADS) (CADS/bbI) [USE/bbY) (US$/Mcf)

2008 42.77 4277 4.81 4.63 40.00 1.75 0.87 60.72 61.10 2.34
2009 41.64 4164 5.35 524  40.00 1.75 0.87 60.72 59.49 2.34
2010 40.89 40.89 5.89 576  40.00 1.75 0.87 60.72 5B.42 2.34
2013 3939 39.39 6.18 6.04 40.00 1.75 0.87 60.72 56.27 2.34
2m2 38.64 38.64 6.45 6.3 40.00 1.75 0.87 60.72 55.20 2,34
Theteafter 4190 41.90 7.93 7.76  40.00 1.75 0.87 60.72 59.79 2.34

6. AssetRetirement Obligation

The asset retirement obligation relates to the future site restoration and abandonment costs including the costs of production
equipment removal and environmental ¢leanup based on regulations and economic circumstances at year-end. The fair value of the
asset retirement obligation is estimated at $8.974 million as at March 31, 2006 (March 31, 2005 - $6.779 million).

The following table reconciles the Company’s asset retirement obligations at the end of each fiscal year:

2007 2006
Obligation, beginning of year $ 6,779 $ 4,644
Obligation incurred during the year 449 1,078
Obligation reteased for wells sold during the year {90} .
Revision in estimated cash flows 1,382 706
Accretion expense 454 351
Obligation, end of year 8,974 6,779

The Company has estimated the fair value of its total asset retirement obligations based on estimated future liability of $15.343 million
discounted using a credit-adjusted risk-free rate of 7 percent. The costs are expected to be incurred between 2011 and 2023.

7. LONG-TERM DEBT

During the year ended March 31, 2004, a project financing facility was established to fund the Company’s development activities on
India’s west coast, specifically the Hazira offshore platform project and the Surat development project. On Octaber 16, 2006, the
outstanding balance was paid in full,

n
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8. SHARE CAPITAL

(a) Authorized

Unlimited number of Common shares
Unlimited number of Preferred shares

(b)Issued

2007 2006
Numbar Amount Number Amourt

Common shares
Balance, beginning of year 38,532,820 $ 297,747 38,286,570 $ 294,297
Equity offering 4,300,000 300,630 - -
Stock options exercised 162,000 4,187 246,250 3,053
Contributed surplus - £88 - 397
42,994,820 $ 603,112 38,532,820 $ 292,747

(c) Stock Options

The Company has reserved for issue 4,299,482 common shares for granting under option to directors, officers, and employees. The
options become 100 percent vested one to four years after the date of grant and expire two to five years after the date of grant. Stock
option transactions for the respective years were as follows:

2007 2008

Weighted Waighted

Avarage Number Aversge Humber

of Exercise of Exercite

Options Price Optiom Price

Outstanding, beginning of year 3,312,500 $ 39.88 1,979,250 $ 2642
Granted 839,750 70.81 1,654,500 51.78
Forfeited {237,000) 45.58 {75.000) 37.52
Exercised {162,000) 25.60 {246,250) 12.39
Quistanding, end of year 3,753,250 $ 47.06 3,312,500 $ 39.88
Exercisable, end of year 1,545,938 $ 3216 934,500 £ 2484

The following table summarizes stock options outstanding and exercisable under the plan at March 31, 2007:

Owtstanding Optens Exercitable Opthons

Weighted Weightad

Remaining Life Average Average

Exurclse Price Options Yar) Price Options Price
$22.20-%26.47 971,250 0.8 $22.35 928,750 $ 22.1
$27.85-$39.30 180,000 21 $35.72 108,750 $ 3354
$41.00-$49.30 527,500 3.2 $43.55 197,500 $ 4424
$53.70- $63.00 1,731,750 25 $56.31 310,938 $ 53.70
$79.69 - $85.85 342,750 3.4 $81.68 - $ -
3,753,250 3.0 $47.06 1,545,938 $ 32.16
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{d)Stock-based Compensation

Prior to Apri{ 1, 2003, the Company did not record compensation expense when stock options were issued to employees, officers or
directors. Had compensation cost for stock options granted to these parties been determined based on a fair vatue method, the net

earnings and earnings per share would approximate the following pro forma amounts:

2007 2006
Stock-based compensation $ 2552 3,646
Net income
As reported $ (31,637) {4,352)
Pro forma $ (33,189) (7,998}
Net income per common share
Basic
As reported $ (0.79) 0.11)
Pro forma $ (0.96) {0.27)
Diluted
As reported s (0.79) (0.1}
Pro forma $ (0.96) (0.21)

The pro forma amounts include the compensatien costs associated with stock options granted between April 1, 2002 and 2003. The
fair value of each option granted was estimated on the date of grant using the medified Black-Scholes option-pricing model with the

following assumptions:

MODIFIED BLACK-SCHOLES ASSUMPTIONS

tweighted sverage) 2007 2006
Fair value of stock options granted {per option) $ 20.17 14.49
Risk-free interest rate 3.51% 311%
Volatility 39% 38%
Expected life (years) 2.85 3.44
Expected annual dividend per share $ 0.12 0.2
9. CONTRIBUTED SURPLUS

2007 2006
Contributed surplus, beginning of pericd $ 6867 1,212
Stock-based compensation 20,450 6,046
Stock options exercised (588) (397)
Contributed surplus, end of period $ 2670 6,86
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10. SEGMENTED INFORMATION

The Company’s operations are conducted in one business sector, the oil and natural gas industry. Revenues, operating profits and net

identifiable assets by geographic segments are as follows:

Year ended March 31, 2007

India Bangladesh Thailand Canada Corparste Towl
Revenue $ 72,696 $ 42,029 $ - 761 - $ 115,486
Segment profit {loss) $ {61€3) $ 5336 ¢ - 207 {8} §$ (638)
Year ended March 31, 2006

Indls Bangladeth Thailsnd Canada Corparste Total
Revenue $ 100,533 $ 19,689 $ - 946 - $ 121,168
Segment profit {loss) $ 15,657 $ 1,195 $ - 447 {56) $ 17,243
At March 31,2007

tndia Bangladesh Trallend Cenada Coporste Total
Proparty and equipment $ 192,845 $ 173,538 $ 20910 754 1077 $ 379,124
Total assets $222,624 $ 208,589 $ 20510 8890 221,557 $ 674,560
At March 31, 2006

Indis Bangladesh Thailand Canada Corporste Total
Property and equipment $216,217 $ 172,223 $ 1,370 632 1,048 $ 391,490
Total assets $260,218 $ 208,220 $ 1,370 867 46,583 4 517,258
The reconciliation of the segment profit to net income as reported in the financial statements is as follows:

2007 2006

Segment profit (loss} (698) $ 17,243
Interest and other income 4,379 3,134
Interest and financing expenses (2,379) {3,675)
Generat and administrative expenses (6,180) {5.448)
Write-down of accounts receivable - {1,631)
Stock-based compensation expense (18,490) {5,318)
Foreign exchange gain (loss) 2,029 (44)
Income tax expense (10,297) (8,613)
Netincome {loss) (31,637) $  4.352)

For the year ended March 31, 2007, two customers purchasing production from India (2006 - three customers) and gne customer
purchasing production from Bangladesh (2006 - one customer) accounted for 69 percent of revenue (2006 - 61 percent) and each of
these customers in both years individually accounted for more than 10 percent of revenue, During the year ended March 31, 2007, one
customer accounted for 36 percent of revenue {2006 - 22 percent).
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11. PERSHARE DATA

2007 2906

Weighted average number of common shares outstanding - basic and diluted 39,969,962 38,335,945

As the Company incurred 3 net loss for the years ended March 31, 2007 and 2006, all outstanding stock options for both years
(2007 - 3,753,250, 2006 - 3,312,500) were considered anti-dilutive and were therefore excluded from the calculation of diluted per

share amounts.

12. INCOME TAXES
The provision forincome taxes in the financial statements differs from the resuit that would have been obtained by applying the combined
federal and provincial tax rate to the Company’s earnings before income taxes. This difference results from the following items:

Year endad March 33, 07 2006
Income {loss) before income taxes $ (21,340) 3 4,261
Statutory income tax rate 32.12% 32.12%
Computed expected income taxes $ (6,858) b 3 1,369
Non-deductible expenses and other 6,340 2,155
Recognition of new tax pools in the year - 220
Adjustment to future Indian taxes 17,400 {9.482)
Capital tax 1 -
Valuation allowance {6.710} 14,351
Provision for income taxes $ 10,297 $ 8,613

The components of the Company’s future income tax liability at March 31 are as follows:

2007 2006
Future income tax assets

Asset retirement obligation $ 2602 $ 2178
Unused losses 4,300 7,494
Unused foreign tax credits 14,670 8,001
Share issue expenses 1.239 1,842
Property and equipment 962 4,505
Long-term account receivable 149 -
$ 29,923 $ 24,020

Future income tax liabilities
Property and equipment - 2,319
Long-term debt - 550
Valuation allowance 29,923 21,106
Long-term account receivable - 45
29,923 24,020
Net future income tax liability $ - $ -

India‘s federal tax law contains a seven.year tax holiday provision that pertains to the commercial production or refining of mineral oil,
which is generally accepted as including petroleum and natural gas substances.
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As aresult of the tax haliday in India, the Company pays the greater of 41.82 percent of taxable income in India after a deduction for
the tax holiday or a minimum alternative tax of 10.455 percent of Iadian income. Taxes are based upon Indian income calculated in
accordance with Indian GAAP,

The Company recorded current income taxes at a rate of 41.82 percent of indian taxable income after a deduction refated to the tax
holiday. Taxes increased in the current year primarily due to the business and capital gains on the sale of the Bhandut, Cambay and
Sabarmati properties in India. There was a positive effect on taxes due to lower revenue in the current year, which was offset by 2
negative effect on taxes due to lower capital deductions in the current year.

The Company pays taxes in Bangladesh at a rate of 4.0 percent of revenues net of profit petroleum.

The Company does not pay income taxes related to Block 9 praduction as indicated in the PSC. The PSC indicates that the calculation
for profit petroleum expense includes consideration of income taxes and, therefore, no income tax is assessed for Block 9.

13. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Carrying Value and Estimated Fair Value of Financial [ustruments

Financial instruments of the Company consist of cash, restricted cash, short-term investments, prepaid expenses, accounts receivable,
and accounts payable and accrued liabilities. As at March 31, 2007 and 2006 there were no significant differences between the carrying
amounts of these instruments and their fair values.

Foreign Currency Risk

The Company is exposed to fluctuations in foreign currency exchange rates due to the nature of the Company’s operations as it collects
revenye in both U.5. dollars and Indian rupees and incurs expenditures in U.S. dollars, Indian rupees, Bangladesh takas and Thai baht.
The Company manages this risk by maintaining foreign currency bank accounts and periodically entering into foreign exchange forward
COntracts.

Credit Risk

A portion of the Company’s accounts receivable are with organizations in the oil and natura! gas industry and are subject to normal
industry credit risks. Certain purchasers of the Company’s oil and natural gas production are subject to an internal credit review and
must provide financial performance guarantees in order to minimize the risk of nan-payment.

Commodity Price Risk
Natural gas is sold under fixed-price, fixed-term contracts while crude oil condensate are sold at prices based on world market prices.

14. GUARANTEES

As at March 31, 2007, the following performance security quarantees were included in the restricted cash balance: US$7.0 million for
the Cauvery block, US$1.7 million for the D4 block and US$1.0 million for the NEC-25 block. Additionally, the Company provided a
performance security guarantee in connection with Block 9. The value of the Block 9 guarantee is $7.7 million and is not reflected on
the balance sheet as it is supported by Export Development Canada.

As at March 31, 2006, the Company had provided a performance security guarantee to the Government of Bangladesh in the amount of
US$13.3 miltion in connection with Block 9. The restricted cash balance as at March 31, 2006 pertained to this guarantee.
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15. RELATED-PARTY TRANSACTIONS

The Company has a 45 percent interest in a Canadian property thatis operated by a related party, a Company owned by the President
and CEQ of Niko Resources Ltd. This joint interest originated as a result of the retated party buying the interest of the third-party
operator of the property in 2002, The transactions with the related party are not significant to the consolidated financial statements

and are in the normal course of business.

16. COMMITMENTS

All of the Company’s natural gas sales contracts contain supply-or-pay provisions. Should the Company fail to supply the minimum
guantity of natural gas in any month as specified in the contract, the Company may be liable to pay the vendor an approximately
equivalent amount. With the exception of the potential shortfall for gas supplied from the Hazira field as described in the note 17(e],
Cantingencies, the Company has supplied at least the minimum quantity each month.

The Company has Phase | minimum capital commitments for the D4 and Cauvery blocks of US$14.6 million and U5$15.9 million,
respectively. The minimum capital commitments must be fulfilled within four years and three years of signing the PSC for the D4 and
Cauvery blocks, respectively.

The Company has the following commitments with respect to its office leases:

Due formMarch 31,2007 Letsthan 1 Year 1-3¥ears 4-5 Years AfterS Years
Office Leases $453 $47 $403 $269

17. CONTINGENCIES

{2) During the year ended March 31, 20086, the Company was named as a defendant in a lawsuit that was filed in Texas by a number of
plaintiffs who claim to have suffered damages as a result of the uncontrotied releases of natural gas that occurred at the Chattak-2 well
in Bangladesh in January and June 2005. Total damages sought are in excess of U5$250 million. On July 7, 2006, 3 court hearing was held
to hear the Company’s pleadings for the lawsuit to be dismissed due to {ack of jurisdiction in Texas. The court in Texas dismissed the
lawsuit on August 25, 2006 and the plaintiffs are appealing the dismissal. The timing for hearing the appeal is uncertain.

The Company believes that the outcome of the lawsuit and the associated cost, if any, are not determinable. As such, no amounts have
beenrecorded in these consolidated financial statements.

{b) During the year ended March 31, 2008, a group of petitioners in Bangladesh (the petitioners) filed a writ with the Supreme Court of
Bangladesh {the Supreme Court) against various parties including Niko Resources (Bangladesh} Ltd., a subsidiary of the Company. The
petitioners are requesting the following of the Supreme Court with respect to the Company:

{i) that the Joint Venture Agreement for the Feni and Chattak fields be declared null and illegal;

{ii) that the Government realize from the Company compensation for the natural gas lost as a result of the uncontrolled flow
problems as well as for damage to the surrounding area;

(i) that Petrobangla withhold future payments to the Company relating to production from the Feni field (CAD$26.2 million as
at March 31, 2007); and

{iv) that all bank accounts of the Company maintained in Bangladesh be frozen.
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The Company believes that the outcome of the writ with respect to the first two issues is not determinable.

The Company believes that the full amount owed with respect to the Feni field will be collected from the government. As such, a write-
down to this receivable resulting from this writ of petition has not been recorded in these consolidated financial statements.

The Company's Bangtadesh branch has been permitted to make payments to Bangladesh vendors. However, payments ta foreign
vendors from the Bangladesh Feni and Chattak branch are not permitted. The Company’s foreign vendors for the Feni and Chattak
fields are being paid by Niko Resources (Bangladesh) Ltd., which is incorporated cutside of Bangladesh.

(c) During theyear ended March 31,2006, Niko Resources (Bangtadesh) Ltd. receivedaletter from the Government of Bangladesh demanding
the following as compensation for the uncontrolled flow problems that occurred in the Chattak field in January and June 2005:

(1) 3 Bef of free natural gas delivered from the Feni field as compensation for the burnt natyral gas;
{ii) 5.89 Bef of free natural gas delivered from the Feni field as compensation for the subsurface loss;
(iii) Taka 845,583,973 (CAD$13.7 million) for environmentat damages, an amount subject to be increased upon further assessment;

(iv) unconditional acceptance that an additional quantity of approximately 45 B¢f of natural gas as compensation for further
subsurface loss is to be delivered free or an equivalent monetary value is to be provided 1o the Government of Bangladesh. Untit
the actual quantity of natural gas is determined, a bank guarantee in the value of 45 Bcf of natural gas shall be provided; and

(v) any other claims that arise from time to time.

During the quarter ended March 31, 2007, the Company and the Government of Bangladesh agreed 1o settle the Government’s claims
through local arbitration based upon intemational rutes. This process is expected to last up to two years.

The Companybelievesthatthe cutcome of the government's claims andthe associated cost 1o the Company, if any, are not determinable.
As such, no amounts have been recorded in these consolidated financial statements.

{d) The Company and its partner are currently in arbitration with the Government of India with respect to the cost recovery status of
the investment in the 36" pipeline at Hazira. |f successful in the arbitration, the Company would reduce its Profit petraleum payments
currently being made. Additionally, in October 2002, Gujarat State Petroleum Company Ltd. (GSPCL) and the Cempany signed a
memorandum of understanding in which GSPCL agreed to transfer the rights of the 36” pipeline tothe joint venture. At March 31, 2007
the Company is attempting to obtain legal title to the 36" pipeline, For the year ended March 31, 2007 the Company included the 36”
pipeline in property and equipment at the net book value of $1.8 million {2006 - $6.4 million), a net payable to GSPC of $5.0 million
(2006 - $5.4 million) and a net operating loss, calculated as net accrued revenues after operating costs, depletion and foreign exchange
of $3.2 million (2006 -$1.0 million) with respect to the pipeline.

{e) In accordance with natural gas sales contracts to customers in the vicinity of the Hazira field, the Company and its joint venture
partner at Hazira have committed to certain minimum quantities. The Company will use Hazira and D6 volumes to meet its obligations.
However, prior to the start-up of D6, the Company expects there will be a shortfall between production {evels and minimum contract
quantities. The Company has estimated the future contingent liability between nil and US$27 million. The Company is currently
negaotiating with customers and alternate suppliers to minimize the potential effect to the Company.
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{f) The Company calculates and remits profit petroleum expense to the Government of India in accordance with the PSC. The calculation
considers revenues, which are the aggregate revenues of the Company and its joint venture partner. The Company’s joint venture
partner offers a price discount to the contractad prices, reducing the profit petroleum expense. if the government does not accept the
discounted prices in the calculation of profit petroleum, the Company estimates it will be required to pay an additional US$2.7 million

in profit petroleum expense.

In addition, the profit petroleum expense calculation considers capital and other expenditures made by the join venture, which reduce
the profit petroleum expense. There are costs that the Company has included in the profit petroleum expense calcutations that have
been contested by the government.

The Company believes that it is not determinable whether the above two issues will result in additional petroleum expense. No amounts
have been recorded in these consolidated financial statements.

{g) The Company has filed its income tax returns for the years 1998 through 2007 in India, under provisions that provide for a tax holiday
for production from the Hazira and Surat fields.

The Company received a favourable ruling with respect to the tax holiday at the second tax assessment level for the 2001 taxation year.
The Income Tax Department has fited an appeal with the third tax assessment level against the order of the second tax assessment lavel
and the matter is currently pending with the third tax assessment leve!. During the quarter ended December 31, 2006, the second tax
assessment level ruled that, among other things, the Company would not receive a tax holiday for the Hazira field for the years 1938,
1999, 2000, 2002 and 2003. Under the Indian income tax system, the Company has filed an appeal before the third tax assessment level
against the arder from the second tax assessment level for assessments for these years. The matter is currently pending befare the third
tax assessment level. The 2004 year was assessed at the first level denying the tax holiday claim and the Company will appeal the order
1o the second tax assessment level. The Company believes that tax assessments such as this are not unusual in india, are in the normal
course of doing business in India and that the ocutcome of the appeals process will result in rulings favourable to the Company. The
taxation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Should the Company fail through the assessment and appeal process to receive s favourable ruling with respect to the taxation years
1998 through 2004, the Company would record a tax expense of U5$43.6 million, pay additional taxes of U5$21.8 miltion and write off
the income tax receivable of U5$20.9 million.

18. SUBSEQUENT EVENT

Subsequent to March 31, 2007, the Company agreed 1o the terms of a US$550 million credit facility. The facility is outlined in
a credit-approved term sheet and is subject to satisfactory legal documentation and due diligence, receipt of certain third-party
reports and syndication,
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Five-Year Historical Review

Years ended March 31 (thousands of dollars except whete noted)

2007 2006 2005 2004 2003
FINANCIAL
Petroleum and natural gas sales 115,486 121,168 107,850 85,834 82,851
Funds from operations 64,837 67,627 §7,393 44,784 48,464
Per share, basic ($) 1.62 1.76 2.45 1.34 1.59
Per share, diluted ($) 1.59 1.75 2.39 1.3 1.56
Net earnings (loss) (31.637) (4,352) 74,222 25,351 26,714
Per share, basic ($) (0.79) (0.11) 2.08 0.76 0.87
Per share, diluted {$) (0.79) 0.11) 2.03 0.74 0.86
Total assets (end of period) 674,560 517,258 480,714 278,939 204,990
Total long-term financiai liabilities
{end of period) B,974 6,779 19,062 42,772 20,854
Shareholders’ equity {end of peniod) 634,981 413,687 413,544 166,720 142,808
Capital expenditures 134,766 135,236 119,105 116,964 86,443
Dividends per share ($) 0.12 0.12 0.12 0.12 0.12
Common shares ovtstanding (thousands)
Basic 42,995 38,533 38,287 33,543 33,248
Fully diluted 46,748 41,845 40,266 36,083 35,948
OPERATIONS
Production
Crude oil and natural gas liquids
Annual total (Mbbls) 106 30 2t 14 10
Daily average (bbls/d) 291 83 S7 38 28
Average oil and liquids price ($/bbl} 56.48 53.76 52.02 35.32 37.02
Natural gas
Annual total (MMcf) 32,350 29,192 22,439 15,202 12,869
Daily average (Mcf/d) 88,630 79,978 61.476 41,649 35,257
Average plant gutlet natural gas price ($/Mcf) 3.26 3.50 4.02 4.61 5.32
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Management’s Discussion and Analysis

Management's Discussion and Analysis (MD8A) of the financial condition, results of operations and cash flows of Niko Resources Ltd.
("Niko” or "the Company~) should be read in conjunction with the audited consolidated financial statements and accompanying notes.
This MD&A is effective June 25, 2007. Additional information relating to the Company, including the Company's Annual Information
Form (AlF), is on SEDAR at www._sedar.com.

The Company's activities are focused on Asia. Over the reporting period, revenue and expenses were generated and capital expenditures
were made in India, Bangladesh and Canada, and capital expenditures were made in Thailand. The Company’s activities are carried out
primarily in 1.5, dollars as well as the currencies of each country in which the Company operates. The Company reports financial results
in Canadian dollars.

The selected financial infarmation presented throughout the MD&A is prepared in accordance with Canadian generally accepted
accounting principles (GAAP), except for “funds from aperations®, “funds from operations per share-diluted”, “net operating income”,
"operating netback”, “cash flow netback” and "earnings netback”, which are used by the Company to analyze the results of operations
and liquidity. By examining funds fram operations, the Company is able 1o determine its ability to fund future capital projects and
investments. Funds from operations is calculated as cash flows from operating activities prior to the change in operating non-cash
working capital and the change inlong-term accounts receivable. Funds from operationsis not an alternative to cash flow from aperating
activities as determined in accordance with Canadian GAAP and may not be comparable with the calculation of similar measures for
other companies. Funds from aperations per share-diluted is calculated by dividing the funds from operations by the weighted average
number of diluted shares outstanding. Net operating income is calculated as revenue less royalties and profit petroleum expenses.
Operating netback is calculated as the average sales price per thousand cubic feet equivalent (Mcfe), Yess royalties, profit petroleum
and operating expenses per Mcfe, and represents the cash margin directly related to production for every Mcfe sold. Cash flow netback
is calculated as the operating netback less other cash expenses per Mcfe, including general and administrative expenses, interest and
financing, other income and other expenses, and represents the cash margin for every Mcfe sold. Earnings netback is calculated as
the cash flow netback less foreign exchange per Mcfe and non-cash expenses per Mcfe, including depletion and depreciation, future
income taxes and stock-based compensation expense, and represents net incomie for every Mcfe sold. There are no comparable GAAP
measures for net operating income, operating netback, cash flow netback and earnings netback and these measures may naot be
comparable with the calcutation of similar measures in other companies.

The fiscal year for the Company is the 12-month period ended March 31 of each year. The terms “fiscal 2007, "current year” and “the
year” are used throughout the MD&A and in all cases refer to the period from April 1, 2006 through March 31, 2007. The term “fiscal
2008~ is used throughout the MD&A and refers to the pericd from April 1, 2007 through March 31, 2008. The terms “previous year”,
“prior year® and “fiscal 2006" are used throughout the MDA for comparative purposes and refer to the period from April 1, 2005
through March 31, 2006. The term "fiscal 2005 is used throughout the MD&A for comparative purposes and refers to the period from
April 1, 2004 through March 31, 2005.

Mefe is 3 measure used throughout the MDEA. Mcfe is derived by converting oil and condensate 1o natural gas in the ratio of 1 bbi:6
Mcf. Mcfe may be misteading, particularly if used inisolation. An Mcfe conversion ratio of 1bbl: 6 Mcf is based on an energy equivalency
conversion method primarily applicable at the burner tip and does not represent a value equivalency at the wellhead.

The information contained in this MD&A contains forward-looking information about Niko's operations, reserves estimates and
production. This forward-locking infarmation is based on assumptions that the Company believes were reasonable at the time the
forward-looking information was prepared, but assurance cannot be given that these assumptions will prove to be correct, and the
forward-locking information in this MD&A showld not be unduly relied upon. The forward-looking infarmation and the Company's
assumptions are subject to uncertainties and nisksincluding, but not limited to, expectations regarding financing sources, projections for
capital spending, actual financial cendition of the Company, results of operations, commodity prices and exchange rates, uncertainties
inherent in estimating oil and natural gas reserves, performance characteristics of the Company’s oil and natural gas properties, as well

as liabilities inherent in oil and natural gas operations and in operating in foreign countries.
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Less than 1 percent of total corporate volumes and revenue are from Canadian oil, Bangladesh condensate, Bhandut oil, Sabarmati oil
and Hazira condensate production. Therefore, the results from Canadian oil, Bangladesh condensate, Bhandut oil, Sabarmati oit and
Hazira condensate production are not discussed separately.

OVERALL PERFORMANCE

Funds from operations

The reported funds from operations for fiscal 2007 was $64.8 million compared to $67.6 million in the previous year. Daily production
in the current year increased by 10 percent from the previous year to 89 million cubic feet equivalent {MMcfe) as volumes from Block 9
more than offset forecast natural declines at Hazira and Fent. Block 9 production in the year was 46 MMcfe per day (30 MMcfe per day
net to the Company).

Revenue net of royalties increased by 5 percent or $5.1 million in the year from the prior year as the Company realized a lower average
price in the year, which partially affset the higher production. The lower reported realized price is primarily due to a higher weighting
of volumes in Bangladesh where the price is lower than in India,

Profit patroleum expense for the year increased by $9.1 million from the prior year, Profit petroleum expense increased largely due
to the addition of Block 9 volumes where the Government of Bangladesh was entitled to a 34 percent share of the revenues during the
year, which is higher than the profit petraleum rates on ather producing fields. This was partially offset by decreases at Feni resulting
from lower revenue. Although revenue from Hazira decreased, profit petroleum was relatively constant year-over-year as the decreased
revenue were offset by decreased capital spending available for deduction in the calculation of profit petroleum expense.

Production expenses were $2.7 million higher in fiscal 2007 than in the prior year, due primarily to the commencement of production
from Block 9 and oil production from Hazira. There was a positive effect onincome as there was a realized foreign exchange gain of $2.4
million in the year compared with a gain of $0.7 million in the prior year, due 1o fluctuations of the Canadian dellar’s value compared
tothat of the U.5. dollarapplied to U.5. dollar-held payables and the repayment of U.S. dollar-held long-term debt. There was also an
increase in interestincome due to larger cash balances in the year,

Net (loss) income

The reported |oss for fiscal 2007 is $31.6 million compared to a loss of $4.4 million in the prior year, an increase in the loss of $27.2
million. Adecrease in funds from operations, as discussed above, accounts for $2.8 million of the increase in the loss while the foltowing
items explain the remaining $24.4 million increase in the toss.

The increase in the Company's stock-based compensation expense accounts for $13,2 million of the non-cash changes and is due to
addi tional options issued in fiscal 2007 with the associated expense recognized using the graded method. The graded method results
in recognizing the largest portion of the expense in the year following grant, with a decreasing expense in each subsequent year.

Depietion, depreciation and z¢eretion expense for the year increased by $11.0 million 19 $76.9 million. The increase is due to a 10
percent increase in production and a § percent increase in the depletion rate per Mcfe. The primary reason for the rate increase is the
previously announced downward revision to reserves at the Hazira field, which was reported in the Company’s fiscal 2006 results. The
rate increase was partially offset by an increase in the Block 9 proved reserves of 156 billion cubic feet (Bef), net of production, over
March 31, 2006, which decreased the depletion rate. In the fourth quarter of fiscal 2007, the Indian and Bangladesh depletion rates
benefited from a decrease in the cost base with the 2ddition of the foreign currency transtation adjustment. The foreign currency
translation adjustment arose due to the change in the functiona! currency of the Company’s foreign operatians from the Canadian
dollar to the U.5. doltar as a result of the decision to proceed with a U.S.-dollar-based credit facility and additional cash inflows from
salesin U.S. dollars,
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SELECTED ANNUAL INFORMATION

Year ended March 31 (thousands of dollary, except per share amounts) 2007 2006 2005
Petraleum and natural gas sales 115,486 121,168 107,850
Net earnings {31,637} (4.352) 74,222
Per share basic ($) (0.79) {0.11) 2.08
Per share fully diluted ($) (0.79) 0.11) 2.03
Total assets 674,560 517,258 480,714
Total long-term financial liabilities 8,974 5,779 19,062
Dividends per share 0.12 0.12 0.12

The increase in petroleum and natural gas sales from fiscal 2005 to fiscal 2006 was due to four more natural gas wells being placed on
production at the Hazira offshore platform, the addition of the NSA-8 well at Surat, and an entire year of production at the Feni field in
Bangladesh. The benefit of these preduction increases was partially offset by a decrease in the value of the U.S. dollar relative to the
Canadian dollar, as the Company receives its revenue in U.5. dollars, and to decreased revenue in Bangladesh in the fourth quarter of
fiscal 2006 due 10 2 production shut-in and revenue adjustment.

Petroleum and natural gas sales decreased from fiscal 2006 to fiscal 2007 despite a net increase in production. There was an increase in
production with the start-up of Block 9 partially offset by forecast natural declines in production from the Hazira and Feni fields. Qne
factor contributing ta the decrease in sales is the lower average price received by the Company due to the price received for Block 9
volumes being lower than the average natural gas price received by the Company. A second contributing factor was the decrease in the
Indian royalty charged by the government, which the Company collects from the customer and records a5 revenue.

The main reasons for the decrease in net earnings and net earnings per share in fiscal 2006 and fiscal 2007 was the increase in depletion
and depreciation expense due to a downward revision of producing reserves in fiscal 2006, and the large income tax recoveryrecorded
in fiscal 2005 due to the initial recognition of a tax holiday in India. Anincrease in stock-based compensation expense due to additional
stock option grants also contributed to the decrease in net income in fiscal 2006 and fiscal 2007.

Total assets increased in fiscal 2006 due to capital additions and increased accounts receivable, which were partially offse1 by the
use of cash in funding the capital expenditures. The capital additions mainly consisted of development activities in the Hazira field
in India, exploratary work in the D6 Block in India, development costs in Block 9 and costs incurred relating 1o data and relief well
efforts at the Chattak field in Bangladesh. The increase in accounts receivable was due to the non-payment of natural gas revenue by
the Government of Bangladesh and an increase in insurance receivable related to the uncontrolled releases of natural gas in Chattak.
Total assets increased by a further $157 million in fiscal 2007 largely as a result of a $170 million increase in cash from two equity issues
during the year.
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UPDATE ON SIGNIFICANT PROJECTS
Capital Expenditures
The following table displays capital spending during fiscal 2007 and forecast capital spending for fiscal 2008:

EXPLORATION AND DEVELOPMENT SPENDING (MET TO THE COMPANY)

Year anded Estimated
{million.of dollars) March 31, 2007 Fiscl 2008
India
Cauvery 101 18-22
D4 0.3 5.7
D6 65.7 315-325
Hazira 1.3 3-5
NEC-25 1.5 6.8
Surat 0.1 3-5
Bangladesh
Block 9 42.0 6-8
Chattak (5.5) -
Feni 0.2 -
Thailand
Mae Soon 5.0 5.7
Fang 11.0 -
Acquisition of rights 2.6 -
Other 0.5 -
Total 134.8 361.387
India

CAUVERY: The Company was awarded 100 percent interest in the Cauvery Block, which is lacated in southern Tamil Nadu, in the NELP-
V bidding round in 2005. The block is in the exploration phase and has mainly oil potential.

Capital expenditures in the current year were $10.1 million, primarily related to seismic activities. The 3D seismic acquisition program
resumed in April 2007 with the receding of monsoon flood waters, allowing access for the seismic crew, and was completed in June
2007. Based on the evaluation of the seismic acquired in the prior year, three drilling locations have been selected, with the first well
spud in June 2007 with drilling of the remaining two wells to follow. The minimum capital expenditures of this work, under the Phase |
Commitment for seismic and drilling five exploration wells, are estimated at U5$15.9 million, which must be spent within three years
of signing the Production Exploration Licence. Planned capital expenditures estimated at fiscal 2008 include seismic and drilling three
exploration wells.

D4: The Company was awarded a 15 percent interest in the D4 Block, focated in the Mahanadi Basin offshore the east coast of India,
as part of the NELP-V bidding round in 2005. The block, which is currently in the exploration phase, encompasses more than 17,000
square kilometres and contains similar play types 1o the naturat gas discoveries made by Reliance and Niko in the D& and NEC-25 blocks.
Adrilling date for the first well is yet tobe set.

Capital expenditures in the year were $0.2 million [net to the Company) retated to a 2,355.kilometre 2D seismic program. A further
2,800-kilometre 20 seismic program is scheduled for fiscal 2008 along with a 3,600-square-kilometre 3D seismic program. Exploratory
drilling is expected to follow. The estimated cost of the phase | commitment, which includes seismic and drilling three exploration wells,
totals US$97.6 miltion (U5$14.6 million net to the Company), which must be spent within four years of signing the agreement.
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D6: The Company has a 10 percent working interest in the 7,645-square-kilometre D& Block. The block was awarded to the Company
and its partner in the Government of India’s first international bid round in 1999, Development of the Dhirubhai 1 and 3 natural gas
fields is ongoing in addition to continued exploration on this block.

The updated field development plan for the Dhirubhai 1 and 3 gas fields was approved by the Government of india in December
2006. This new development plan has provisions for the natural gas production rate of 2.8 Bef per day (280 MMcf per day net to the
Company) with corresponding initial phase-1 field development costs estimated at US$5.2 billion {US$520 millicn net to the Company).
Commencement of production is scheduled for mid-2008. The approved field development plan of Dhirubhai 1 and 3 provides flexibility
in the ¢ritical portions of the facilities to facifitate natural gas production of up to 4.2 billion cubic feet per day.

Construction of the onshore terminal, laying the grid of natura! gas pipelines and instzllation of the offshore facilities are all progressing
to enabte production fraom the Dhirubhai Gas field to commence in 2008,

The MA-2 well was drilled during the year resulting in the second oil discovery in the D6 block. A high-intensity 3D acquisition program
(Q seismic) was carried out to further increase the seismic resolution over the field. The development is on schedule to commence
production in the second quarter of 2008, initially from two oil producers with targeted production of 30,000 to 35,000 barrels per
day (3,000 to 3,500 barrels per day net to the Company). More oil producers and gas injector wells are planned to complete the qil
development plan.

Capital expenditures in the year were $65.7 million (net) for drilling of three development wells, five exploration wells, one appraisal
well and construction of the natural gas plant site. Faracast activity for fiscal 2008 includes the continuation of the gas development
for the Dhirubhai 1and 3 natural gas fields, development of the oil field and additional exploration dritling.

HAZIRA: The Company has a 33 percent working interest in the 50-square-kilometre Hazira onshore and offshare block on the west
coast of India, which lies adjacent to a large industrial corridor about 25 kilometres southwest of the city of Surat. Gas production
began from this field in 1996 and oil production commenced in March 2006.

Capital expenditures in the year were $1.3 million (net) related to completion of the oil processing and storage facilities and workover
costs for natural gas wells. Capital expenditures forecast for fiscal 2008 are primarily for recompletions of existing wells.

SURAT: The Company was awarded 100 percent interest in the Surat Block in July 2001 and after completion of the exploratory phase
retained a development area of 24 square kilometres containing the Bheema and NSA shallow natural gas fields. These fields have been
producing natural gas since April 2004.

Forecast activity for fiscal 2008 relates to drifling and tie-in of three planned wells.

NEC-25: The Company has a 10 percent working interest inthe NEC-25 Block, which covers 10,755 square kilometres in the Mahanadi
Basin off the east coast of India and was awarded to the Company and its partner in the Government of India’s first international bid
round in 1999, The Company and its partner have capital commitments for phase || exploration for seismic and two exploration wells as
per the PSC and have drilled a sufficient number of wells to meet the commitment,

During the year, the Company spent $1.5 million (net to the Company) primarily on seismic activities and drilling two exploration wells.
NEC-25-AS was a gas discovery and NEC-25-A6 a dry hoie. A rig is expected to return in fiscal 2008 to drill the third well of the planned
eight-well drilling program. Development plans for the six discoveries that have been declared commercial by the Indian regulatory
authorities are being prepared.
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Bangladesh

BLOCK 9: In October 2003 the Company acquired a 60 percent interest in Block 9, a 6,880-square-kilometre onshore block which
encompasses the capital city of Dhaka. This field began natural gas production in May 2006 and commerciality was declared in
December 2006. The Company and its partner have capital commitments for phase | exploration for seismic and drilling three wells
and in certain circumstances up to 10 wells. The Company and its partner have completed the seismic and drilled six wells that apply

to the commitment.

Capital expenditures during the current year were $42.0 million (net to the Company) for the tie-in of Bangora-1, the drilling of Bangora-
2,-3,-4,and -5, seismic activities, engineering and general and administrative charges. Planned capital activity for fiscal 2008 includes
the completion and tie-in of Bangora-5 and upgrading the facilities.

FENI: The Feni field covers 43 square kilometres and is located § kilometres west of the main natural gas line to Chittagong. The
Company obtained rights to the field in October 2003 and has been producing natural gas from the field since November 2004.
Future drilling activities at Feni have been postponed pending resolution of overdue payments for gas owed to the Company by the
Gavernment of Bangladesh.

CHATTAK: The Chattak structure covers a large surface area of 376 square kilometres and rights to this block were abtained in October
2003. The upper fault block te the west previously produced from one well, while the down-thrown eastern fault block has not been
drilled. Drilling of the first of three planned wells resulted in an uncontrolied refease of natural gas in lanuary and June 2005. The
blowouts have been successfully killed and a portion of the costs of the blowout were covered by insurance.

During fiscal 2007, $4.0 million was received from a care, custody and control insurance policy for Chattak, and was recorded as a credit
to capita! additions. In addition, a discount on previously recorded services was realized, resulting in a credit to capital additions of
$5.2 million. The credits were offset by spending on inventory, additicnal costs associated with the blowouts and insurance premiums
related to the blowouts. The result is net capital reduction of $5.5 million. Future drilling activities have been postponed pending
further developments in the various disputes between the Company and the Government of Bangladesh,

Thailand
In fiscal 2006 Niko gained a presence in Thailand through the acquisition of a 50 percent equity stake in a production and exploration
block in northern Thailand, which includes a development partion, Mae Soon, and an exploration area, Fang.

The Campany has minimum total capital commitments of US$12.2 million, primarily for drilling and workovers. The Company has
performed initial recompletions on four existing wells, resulting in little or no fluid production, and has drilled three unsuccessful
exploration wells. The rig was then moved and drilled a successful well in the development area. Itis expected that a further eight wells
will be re-entered or re-drilled by the end of January 2008.

During the year the Campany spent $18.6 million for the following: 3D seismic on the Fang Block, costs paid to the operator for
acquisition of exploration and development rights as specified in the agreement, workaver and drilling costs, and genera! and
administrative costs.
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RESULTS OF OPERATIONS

Revenue and Operating Income

Yearanded March 37,2087

(thouzends of dollary, excent daily production) Indis Bangladesh Canada Total

Revenue 72,696 42,029 761 115,486

Pipeline revenue 777 - - 777

Royalty {6.602) - (102) {6.704)
Profit petroleum {7.892) (12,993) - (20,885)
QOperating and pipeline expenses (8,159) {4,103) (227) (12,489)
Net operating income (1) 50,820 24,933 432 76,185

Daily production {Mcfe/day) 42,043 45,381 206 88,630

) Net operating incame is 2 non-GAAP measure calculated as above.

Yenrendad March 31,2006

{thousands of deitars, except daily productian) Indh Bangladesh Cansda Total

Revenue 100,533 19,6689 946 121,168

Pipetine revenue 983 - - 983

Royalty {17,345) - {98) {17,443)
Profit petroleum (7.890) (3,938) - {11,828)
Operating and pipeline expenses (7,214} {2,395) (147) [9.756)
Net operating income (1) 69,067 13,356 70 83,124

Daily production (Mcfe/day) 54,795 25,405 275 80,475

(1) N ez operating income i a non-GAAP measure caleulated as above.

INDIA

Revenul, ROYALTIES AND PROFIT PETROLIUM

India generated revenue of $72.7 million representing approximately 63 percent of the Company’s oil and natural gas revenue in the year
ended March 31, 2007, compared to $100.5 million or 83 percent in the prior year. Average daily production in India during fiscal 2007
was 42 Mcfe per day, compared to 55 Mcfe per dayin the prior year. Production decreased due to forecast natural declines at Hazira.

The average realized price net of royalties was $4.31 per Mcf, an increase of $0.16 per Mcf over the previous year. The increase is
primarily due to an increased sales price charged for Hazira natural gas.

Pursuant tothe terms of the Production Sharing Contracts (PSC) the Government of Indiais entitled to a sliding scale share in the profits
once the Company has recovered its investment. For Hazira, in fiscal 2006 and fiscal 2007 the Government was entitled to 20 percent
of the cash flow, defined as revenue less royalties, operating expenses and capital expenditures. The Company currently does not incur
any profit petroleum expense with respect to the Surat field.

BANGLADESH

REVENUE AND PROFIT PETROLEVM

Production from Bangladesh properties increased in the year ended March 31, 2007 over the prior year due to the commencement of
production from Block 9 in May 2006. Accordingly, revenue from Bangladesh properties increased to $42.0 million in fiscal 2007 from
$19.7 million in the previous year. Production in fiscal 2007 increased to 46 Mcfe per day from 25 Mcfe per day in the prior year. The
increase was due to the addition of Block 9 production partially offset by the forecast natural dectines in the Feni field, The price for
Block 9 natural gas was US$2.34 per Mcf during the year, which equated to CAD$2.66 per Mcf.
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Pursuant to the terms of the Joint Venture Agreement {IVA)} for Feni and the PSC for Block 9, the Government of Bangladesh is entitfed
toasliding scale share in the revenue and prafit gas, respectively. For the Feni project the government’s share increases as the Company
recovers a multiple of its investment. The government was entitled to 20 percent of the revenue for April and May 2006 and 25 percent
of the revenue for the remainder of fiscal 2007, compared to 20 percent in the previous year. For Block 9 the government’s share is
based on production levels and whether or not the Company has recovered its investment, In fiscal 2007 the government’s share was
61 percent of profit gas. Profit gas is calculated as the minimum of: 55 percent of revenue for the fiscal year and revenue less operating
and capital costs to date. This resulted in the government’s share being 34 percent of the revenue in fiscal 2007,

The Company does not incur any royalty expense in Bangladesh,

Operating Expenses

Operating expenses increased by 19 percent to $0.38 per Mcfe in fiscal 2007 from $0.22 per Mcfe in the prior year. Operating expenses
pertaining to India increased to $0.51 per Mcfe in the current year from $0.34 per Mcfe in the prior year. The increase in operating
expenses is due to the commencement of oil production that is costlier to produce than natural gas. In Bangladesh, operating expenses
decreased by 8 percent year-over-year from $0.26 per Mcfe in the prioryear to $0.24 per Mcfe in fiscal 2007. The decrease in Bangladesh
operating expenses was due to the decrease in production from the Feni fietd and the addition of lower-cost Block 9 production, which
cost an average of $0.20 per Mcfe to produce during the current year.

Netbacks
The following table outlines the Company’s operating and earnings netbacks for fiscal 2007 and 2006:
2007 2006
oY Natyral Combined Combined
Condensste [ ] Touwl(1:6} Taral(1:6)
(3/861) [$/Mef) {$/Mcte) {$/Mcte)
Price 56.48 3.45 3.57 413
Royalties (4.54) {0.20} {0.21) (0.59)
Profit petroleum {3.46) (0.65) (0.65) (0.40)
Operating expenses (6.08) {0.36) {0.38) (0.32)
Operating netback 42.40 2.24 2.33 2.82
Pipeline and other income 0.16 0.14
Pipeline expense {0.07) {0.07)
General and administrative {0.19) {0.19)
Write-down of accounts receivable - {0.06}
Interest and financing {0.07) {0.13}
Current taxes {0.32) {0.29)
Cash flow netback 1.90 2.28
Foreign exchange 0.06 -
Srock-based compensation (0.57) (0.18)
Depletion and depreciation (2.37) (2.25})
Earnings netback (0.98) (0.15)

Qil and condensate netbacks are calculated by dividing the revenue and costs related to oil and condensate production by total oil
and condensate production far the Company, measured in barrefs. The natural gas netbacks are calculated by dividing the revenue
and costs related to natural gas production in india and Bangladesh by the volume of natural gas production in India and Bangladesh,
measured in Mcf. The combined average netback is calculated by dividing the revenue and costs in total for the Company by the tozal
proeduction of the Company measured in Mcfe,
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The following tables outline the Company's operating netbacks by country for fiscal 2007 and 2006:

Year anded March 31, 2007 Joimt Veorura (1) Surat trdin Feni Block®  Bangladesh Canada
Average daily production

Oil {bbls/day) 206 - 206 13 37 50 34

Natural gas (Mcf/day) 30,055 10,752 40,807 15,833 30.248 46,081 -

Total combined (Mcfe/day) 31,29 10.752 42,043 15,911 30,470 45,381 206

Revenue, royalties and operating expenses

Gross revenue received ($/Mcfe) 4,94 4,14 4.74 2.0 2.73 2.48 1012

Royalties ($/Mcfe) (0.45) (0.38) (0.43) - - - (1.35)
Profit petroleum ($/Mcfe) (0.69) - {0.51) (0.48) (0.92) (0.77) -

QOperating expenses ($/Mcfe) {0.52) {0.50) {0.51) (0.31) (0.20) (0.24) (3.02)
Operating netback ($/Mcfe) 3.28 3.26 3.29 1.22 1.61 1.47 575

1) The joint venture includes results from Hazira, Bhandut, Cambay and Sabarmati. Bhandut, Cambay and Szbarmati were sold during fiscal 2007

Yearended March 31, 2006 loint Venure (1) Surat Indla Fani Block? Bangladesh Camada

Average daily production

Qil {bbls/day) 13 - i3 25 - 25 45

Natural gas (Mcf/day) 44,754 9,969 54,723 25,255 - 25,255 -

Total combined (Mcfe/day) 44,826 9,969 54,795 25,405 - 25,405 275

Revenue, royalties and operating expenses

Gross revenue received (§/Mcfe) 5.10 4.72 5.03 212 - 212 9,25

Rovyalties (3/Mcfe) (0.86) {0.89) (0.88) - - - {0.99)
Profit petrolaum ($/Mcfe) (0.48) - (0.39) (0.42) - {0.42) -

Operating expenses ($/Mcfe} (0.28) {0.60) (0.34) {0.26) - {0.26) (1.47}
Operating netback ($/Mcfe) 3.48 3.23 3.42 1.44 - 1.44 6.80

{1 The joint venture includes results from Hazira, Bhandut, Cambay and Sabarmati. Bhanduz, Cambay and Sabarmati were sa'd during fiscal 2007,

Netbacks by property and country are calculated by dividing the revenue and costs related to cambined oil and natural gas production
by the volume measured in Mcfe for that property and country.

CORPORATE

interest Income

The Company earned interest income of $4.2 million in the current year (2006 - $2.7 million) on excess cash balances. The increase is
due to higher cash balances in fiscal 2007 as a result of equity issuances in August 2006 and February 2007,

Interest and Financing

The Companyincurred interest and financing expense of $2.4 million in the current year related to the long-term debt balance compared
to$3.7 millionin the prioryear. In fiscal 2007, the Company had alower outstanding debt balance, reducing interest expense. In October

2006, the Company repaid the rematning outstanding balance of long-term debt. In addition, as a result of repaying the long-term

debt, the Company amortized debt setup costs in the amount of $0.8 million, which is included in interest and financing expense.

1




NIXC RESOURCES LTD.

Management’s Discussion and Analysis

Write-down of Acceunts Recelvable

During the year ended March 31, 2005, the Company recorded production fram the Feni field in Bangladesh at a price of US$2.20 per
Mcf. In fiscal 2006 it became apparent that a price of US$2.20 per Mcf was no longer attainable for production from the Feni field.
Accordingly, in the last quarter of fiscal 2006, the Company adjusted revenue since inception to 3 price of US$1.75 per Mcf. The write-
down of accounts receivable of $1.6 million in fiscal 2008 is the result of the write-down of the fiscal 2005 Bangladesh receivable to
a rate of US$1.75 per Mcf. The adjustment to fiscal 2006 revenue was recarded by adjusting revenue, royalties, taxes and accounts
receivable. The Company signed 2 gas purchase and sale agreement with the Government of Bangladesh at a price of US$1.75 per Mcf
in December 2006 and continues to record revenues at the contracted price.

General and Administrative (G&A) Costs

The Company incurred G&A costs of $6.2 million in the current year compared to $5.4 mitlion in the prior year. There were increases
to GBA costs related to increased professional fees, resulting from more complex and 3 higher number of business transactions;
increased salary expense retated to hiring additional emplayees; and salary increases from existing employees. The increases in G&A
were partially offset by a decrease in salaries and overhead due to the capitalization of salaries and overhead relating to exploration
properties and a $0.3 million gain recognized on the settlement of a forward contract to hedge funds from the sale of the Cambay,
Bhandut and Sabarmati properties.

Foreign Exchange

The Company recorded a fareign exchange gain of $2.0 million in the current year compared 10 aninsignificant loss in the prior year. The
net fareign exchange gain in fisca!l 2007 is a result of the Canadian dollar increasing in strength compared to the U.S. dollar throughout
most of the period. This resulted in significant gains on U.S. dollar-denominated accounts payable and debt, which were partially offset
by losses on U5, dollar-denominated accounts receivable and cash.

During the fourth quarter, the functional currency of the Company’s foreign operations changed from the Canadian dollar to the U.5.
dollar s a result of the decision to proceed with a U).5.-dollar-based credit facility and additional cash inflows from sales in14.S. dollars.
As a result, beginning January 1, 2007, foreign exchange gains and losses related to translation of foreign operations are no longer
recorded 3s a gain or loss on the income statement and are included in the foreign currency translation account on the balance sheet.

Stock-based Compensation

Stock-based campensation expense increased to $18.5 million in fiscal 2007 from $5.3 million in the prior year. The increase is due to
additional stock options issued during the period with the associated expense recognized using the graded method. The graded method
results in recognizing the largest portion of the expense in the year following grant, with 2 decreasing expense in each subsequent year,

Depletion

Depletion in India was $56.6 millicn or $3.69 per Mcfe of production in fiscal 2007 compared to $53.1 million or $2.66 per Mcfe in the
prior year. The increase in the rate per Mcfe is a result of a downward revision in Hazira reserves for the year ended March 31, 2006 that
affected the first three quarters of fiscal 2007, The reserves for Hazira increased as at March 31, 2007, decreasing the depletion ratein
the fourth quarter of fiscal 2007.

Depletion in Bangladesh was $19.6 million or $1.16 per Mcfe of production in fiscal 2007 compared to $12.2 million or $1.31 perMcfein
the prior year. In the prior year, the depletion calcutation was only for the Feni property as Block 9 was not yet capable of production. In
May 2006, Block 9 began producing and the producing assets and associated reserves have been included in the depletion calculation,
having the impact of reducing the rate per Mcfe. In addition, the costs of the Chattak blowout in excess of insurance coverage have
been included in the cost base, which increased the depletion rate per Mcfe for both India and Bangladesh. These factors resulted ina
net decrease in the Bangladeshi depletion rate per Mcfe year-over-year.
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Further decreasing depletion effective in the fourth quarter was the change in functional currency referred to in the foreign exchange
discussion. The functional currency change results in lower depletion because there is a lower cost base because the capital assets are
transtated from U.S. dollars to Canadian dallars at the year-end exchange rate rather than at the historical rate.

Income Taxes
The Company’s overall tax provision in fiscal 2007 was a current income tax expense of $10.3 million compared to $8.6 million in the

previous year.

Taxes in India in the current year were $9.9 million compared to $7.9 million in the prior year. The Company recorded current income
taxes at a rate of 41.82 percent of Indian income after a deduction related to the tax holiday. Taxes increased in the current year
primarily due ta the business and capital gains on the sate of the Bhandut, Cambay and Sabarmati properties in India. There was a
positive affect on taxes due to lower revenue in the current year, which was offset by a negative affect on taxes due 1o lower capital

deductions in the current year.

The Company pays taxes in Bangladesh at a rate of 4.0 percent of revenue net of prafit petroleum. This amounted 1o $0.3 million in
fiscal 2007 compared to $0.7 millian in the prior year. The decrease is due to decreased revenue from the Feni field.

The Company does not pay income taxes related to Biock 9 production, as indicated in the PSC. The PSC indicates that the calcutation
for profit petroleum expense includes consideration of income taxes and, therefore, no income tax ts assessed for Block 9.

The Company has filed its income tax returns for the years 1998 through 2007 in India, under provisions that provide for a tax holiday
for production from the Hazira field.

The Company received a favourabie ruling with respect to the tax holiday at the second tax assessment level for the 2001 taxation year.
The Income Tax Department has filed an appeal with the third tax assessment level against the order of the second tax assessment level
and the matter is currently pending with the third tax assessment level. During the quarter ended December 31, 2006, the second tax
assessment level ruled that, among other things, the Company would not receive a tax holiday for the Hazira field for the years 1998,
1999, 2000, 2002 and 2003. Under the Indian income tax system, the Company has filed an appeal before the third tax assessment evel
against the order from the second tax assessment level for assessments for these years. The matteris currently pending before the third
tax assessment level. The 2004 year was assessed ar the first level denying the tax holiday claim and the Company will appeal the order
to the second tax assessment level. The Company believes that tax assessments such as this are not unusual in India, are in the normal
course of doing business in India and that the outcome of the appeals process will result in rulings favourable to the Company. The
taxation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Shoutd the Company fail through the assessment and appeal process to receive a favourable ruling with respect to the taxation years
1998 through 2004, the Company would record a tax expense of US$43.6 million, pay additional taxes of US$21.8 million and write off
the income tax receivable of U5%$20.9 million.

Dividend

The Company declared four quarterly dividends during fiscal 2007 of $0.03 per share each, totalling $4.9 million {2006 - $4.6 million).
While the Company intends to pursue a policy of paying quarterly dividends, the leve! of future dividends will be determined by the
Board of Directers in light of income (Joss) from operations, capital requirements and the financial condition of the Company.
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SUMMARY OF QUARTERLY RESULTS
The following tables set forth selected financial information of the Company for the eight most recently completed quarters to
March 31,2007

Thras months ended lune 30, Sept. 30, Dec. ), March 31,
{thousands of dollars, except per share amounts) 2008 2005 2006 2007
Petroleum and natural gas sales 29,627 28,129 28,637 29,093
Netincome (11,627) 11,17 (5,765) {3.128)
Per share

Basic ($) {0.30) (0.28) {0.14) {0.08)

Diluted ($) (0.30) (0.28) (0.14) {0.08)
Threemonths encded lune30, Sept. 30, Dec. M1, March 31,
(thoutandi of dollary, except per share smounts) 2005 2005 2008 2006
Petroleum and natural gas sales 32,706 32,899 32,665 22,898
Net income 4,343 4,393 4,403 (17,497)
Par share

Basic (%) 0.11 0.1 0.11 {0.45)

Diluted ($) 0. 0.1 0.11 (0.45)

Netincome has fluctuated over the quarters, due in part to changes in revenue, stock-based compensation expense and depletion.

Sales decreased in the quarter ended March 31, 2006 from the previous quarter due to an adjustmeni to Feni revenue to a price of
US$1.75 per Mcf from the price previously recarded. Sales increased in the following quarter with the commencement of groduction
from Block 9. A second factor contributing to the decrease in sales was the decrease in the Indian royalty charged by the government,
which the Company collects from the customer and records as revenue. There were forecast natural declines in production at Hazira
and Feni in 2006 continuing into 2007, which have been offset by increases in production from Biock 9, both of which affected sales.

In the quarter ended March 31, 2006, the previously experienced quarterly net income reversed into a net loss. This was due mainly to
the decreasein sales andincreased depletion expense, which resulted from decreased reserves attributable to the producing properties.
Depletion expense remained relatively constant in 2006 as the increase in depletion expense due to the inclusion of blowout costs in
the depletable base was approximately offset by the decrease in the depletion expense due to reserve additions in Block 9, Depletion
expense decreased in the quarter ended March 31, 2007 with the addition of reserves, primarily from Block 9, as well as the foreign
currency translation adjustment recognized in the quarter and a lower cost base due to depletion in previous quarters. The Company
continued to experience quarterly net losses throughout fiscal 2007, though at a declining quarterly rate, due to increased stock-based
compensation expense from stock option grants, with the associated expense weighted towards the beginning of the option life.

FOURTH QUARTER

Block 9 production began during fiscal 2007 resulting in an increase in sales and a decrease in the net loss in the quarter ended March
31, 2007 from the same quarter in the prior year. The increase in sales related to Block 9 production was partially offset by a decrease
in production from the Hazira field due to forecast natural declines and the decrease in the Indian royalty charged by the government,
which the Company collects from the customer and records as revenue. There was no effect on net income because the decrease in
royalty expense is offset by a decrease in recorded sales. There was a forecast natural decline in production from the Feni field in fiscal
2007 during the fourth quarter and there was a downward adjustment in the fourth quarter of fiscal 2006 related to the recognition of
revenue from the Feni field at a price of US$1.75 per Mcf,
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Adecrease in depletion expense contributed to a reduction in the net loss in the fourth quarter of fiscal 2007 versusthe net lossin the
same period in the prior year. There was a decrease in depletion expense inthe fourth quarver because of anetincrease inthe reserve
base due to additions primarily for Hazira, Surat and Block 9, the fareign currency translation adjustment decreasing the cost base of
the assets and an additional decrease 1o the cost base of the assets with the addition of one year of depletion.

The Company had working capital as at March 31, 2007 of $202.3 million, which included $209.4 million of cash and cash equivalents.
The increase in working capital from t e prior quarter is due to the bought-deal financing in February 2007 raising net proceeds
of $179.5 million. Restricted cash increased because of an increase in the Cauvery performance quarantee and the addition of a
performance guarantee for the D4 block. The income tax receivable increased due to an expected incame tax recovery in India and
the long-term accounts receivable increased for additional production sold from the Feni field. Accounts payable increased due to
the capital activity, primarily in D6 and Block 9, during the fourth quarter of 2007,

Capital expenditures were $56.6 million during the fourth quarter of fiscal 2007. The Company spent $2.6 million in Cauvery, primarily
related to seismic activities. In the D6 block, $36.4 million (pet to the Company) was spent on drilling five wells and construction of
the gas plant facilities. In Block 9, $8.7 million {net to the Company) was spent on drilling the Bangora-5 well and a $1.6 miltion (net
to the Company) discovery bonus was paid as per the terms of the PSC. Drilling three exploration wells in Fang, Thailand cost $4.8
million. A total of $2.5 million {net ta the Company) was spent on varicus other capital activities in NEC-25, Surat and Mae Soon and
for insurance premiums related to the Chartak blowout. The Company also capitalized $0.6 million of stock-based compensation
expense in the quarter.

LIQUIDITY AND CAPITALRESOURCES

Liguidity and Capital Resources

At March 31, 2007, the Company had working capital of $202.3 million, which included $209.4 million of cash and cash equivalents,
compared to a working capital deficiency of $20.0 million at March 31, 2006, which included $39.2 million of cash and cash
equivalents. The change from a working capital deficiency to positive working capital was primarily a result of equity issuances ia
August 2006 and February 2007,

The Company has provided performance guarantees to the governments of India and Bangladesh totalling US$9.7 million and US37.7
millicn, respectively. The perfoermance guarantee to the Government of Bangladesh is backed by Export Develoepment Canada and,
therefore, is not recognized in the financial statements as at March 31, 2007,

In August 2006, the Company completed a bought-deal financing, raising net proceeds of $121.1 million. The Company has used
portions of the funds for ongoing exploration and development costs, to repay the outstanding balance of long-term debt in October
2006 and for general corporate purposes. The remaining funds are included in the cash balance at March 31, 2007.

In February 2007, the Company completed a baught-deal financing to issue 2.3 millien common shares at a price of $81,50 per share,
for net proceeds of $179.5 million, The Company plans to use the proceeds of this issue to finance its exploration and development
program and for general corporate purposes.

In February 2007, the Company completed the sale of its interasts in the Bhandut, Cambay and Sabarmati oil fields, located onshore
in India, for proceeds of US$5.5 million.

15




16

NIKO RESOURCES LTD.

Management’s Discussion and Analysis

In April 2007, the Company agreed to the terms of a US$S50 million credit facility, The facility is outlined in a credit-approved term
sheet and is subject to satisfactory legal documentation and due diligence, receipt of ¢ertain third-party reports and syndication. The
purpose of the facility is to fund development of the D6 block and, upon completion of the D6 block development, may be used for
other projects.

The Company has planned capital expenditures of $361 million to $387 million for fiscal 2008.

Based on the cash requirements and cash sources described above, the Company expects its funds will be sufficient to meet its fiscal
2008 working capital requirements and planned capital expenditures.

The Company has a number of cantingencies as at March 31,2007. Refer to the audited consolidated financial statements fora complete
list of the contingencies and any potential effects on the liquidity of the Company.

The Company is able to make payments to Bangladesh vendors fram its Feni and Chartak branch office, butis unable to repatriate funds
from the Feni and Chatrak branch office or to pay foreign vendors.

The Company has capital commitments under its various performance quarantees as listed in the audited consolidated financial
statements as at March 31, 2007. The Company and its partner have capital commitments for phase | exploration as per the PSC signed
for the D4 Block for seismic and drilling three exploration wells, which must be expended within four years. The capital commitment is
estimated at U5%97.6 million (US$14.6 million net to the Company} and U$$0.3 million net to the Company has been spent on seismic,
The Cauvery block has a PSC phase | three-year commitment minimum capital expenditures for seismic and drilling five exploration
wells. The capital commitment is estimated at US$15.9 million and the Company has spent US$9.4 million to date, mainly on seismic.
The Company and its partner have capital commitments for phase | exploration as per the PSC signed for Block 9 for seismic and drilfing
three wells and in certain circumstances up to 10 wells. The Company and its partner have campleted the seismic and drilled six wells
that apply to the commitment. The Company and its partner have capital commitments for phase |l exploration for seismic and two
exploration wells as per the PSC for the NEC-25 Block and have drilled a sufficient number of wells to meet the commitment.

In Thailand, the Company has a commitment for 12 workovers and/or wells in the development portion of the block and 10 exploration
wells, with a minimum capital commitment of LJ5$12.2 million to be spent within two years. To March 31, 2007, the Company had spent
approximately US$15.5 million of qualifying costs related to the 3D seismic and drilling on the Fang block, workovers and drilling in
Mae Soon, and general and administrative costs.

Contractual Obligations

Pryments Due by Pertod
{dollars) Tota! LessThan 1 Yaar 1-3¥aury 4§ Yaars Afver§ Years
Guarantees 20,003,000 20,003,000 - - -
Office leasas 1,596,000 453,000 471,000 403,000 269,000
Total contractual ebligations 21,559,000 20,456,000 471,000 403,000 269,000

As at March 31, 2007, the Company had the following performance security guarantees: US$7.7 million for Block 9, U5$7.0 million for
the Cauvery block, US$1.7 millian for the D4 block and US$1.0 million for the NEC-25 block. The quarantees for Cauvery, D4 and NEC-
25 are included in the restricted cash balance as at March 31, 2007, The value of the Block 9 guarantee is not reflected on the balance
sheet as the Company did not have to provide funds to support the guarantee,

As at March 31, 2006, the Company had provided a performance security guarantee to the Government of Bangladesh in the amount of
US$13.3 million in connection with Block 9. The restricted cash balance as at March 31, 2006 pertained to this guarantee.
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Related Parties

The Company has a 45 percent interest in a Canadian property that is aperated by a related party, a Company owned by the President
and CEQ of Niko Resources Ltd. This joint interest originated as a result of the related party buying the interest of the third-party
operator of the property in 2002. The transactions with the related party are not significant to the operations of the Company and are
in the normal course of business.

CRITICAL ACCOUNTING ESTIMATES
The Company makes assumptions in applying the following critical accounting estimates that are uncertain at the time the accounting
estimate is made and may have a significant effect on the financial statements of the Company.

Proved 0il and Natural Gas Reserves and Full Cost Accounting

The Company follows the Canadian full cost method of accounting whereby all costs refated to the exploration for and development
of oil and natural gas reserves are initially capitalized and accumulated in cost centres by country. Costs capitalized include land and
acquisition costs, geological and geaphysical expenses, costs of drilling productive and non-productive wells, gathering and production
facilities and equipment, 2nd administrative costs related to capital projects. Gains or losses are not recognized upon disposition of ol
and natural gas properties unless such disposition would alter the depletion rate by 20 percent or more.

In applying the full cost method, the Company performs a cost recavery test (ceiling test), placing a limit on the carrying vatue of
property and equipment. The carrying value is considered recoverable when the fair value, calculated as the sum of the undiscounted
value of future net revenue from proved reserves, the cost of unproved properties and the cost of major development properties,
exceeds the carrying value. When the carrying valug exceeds the fair value, an impairment loss is recognized to the extent that the
carrying value of assets exceeds the net present value, calculated as the sum of the discounted value of future net revenue from proved
and probable reserves, the lower of cost and market of unproved properties and the cost of major development projects. The net
present value is estimated using expected future prices and costs and is discounted using a risk-free interest rate.

Independent qualified engineers in conjunction with the Company’s reserve engineers estimate the value for oil and natural gas reserves
that are used in the depletion and depreciation as well as the ceiling test calculation. This estimation is performed in accordance with
the standards set forth in the Canadian Qil and Gas Evaluation Handbook.

The amounts recorded for depletion and depreciation of exploration and development costs and the ceiling test are based on estimates
of provedreserves, production rates, future oil and natural gas prices and future costs, which are all subject tomeasurementuncertainties
and variousinterpretations. The Company expects thatits estimates of reserves will be revised upwards or downwards over time, based
on future changes to these variables. Reserve estimates can have a material impact on the depletion and depreciation expense and
the carrying value of property and equipment. Revisions 10 reserve estimates could increase or decrease depletion and depreciation
expense charged to net income and a decrease in estimated reserves could result in a write-down of property and eguipment based on
the ceiling testin the future.

Costs Excluded from Depletable Base

Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed quarterly 1o ascertain whether
impairment has occurred. When proved reserves are assigned 1o the property or the property is considered to be impaired, the cost of
the property or the amount of impairment is added 1o the full cost pool. Costs of major development projects are initially excluded from
the full cost pool and are assessed quarterly to ascertain whether impairment has occurred. When a portion of the property becomes
capable of commercial praduction or the property is considerad to he impaired, the cost of the property is added 1o the full cost pool.
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Asset Retirement Obligation

As the Company's assets are retired, significant abandonment and reclamation costs will be incurred. The Company recognizes the fair
value of a liability for an asset retirement obligation with a corresponding amount capitalized to property and equipment. The liability
increases and accretion expense is recognized each period due to the passage of time. The capitalized portion is depleted based on the
unit-of-production method.

The obligation is based on factors including current regulations, abandonment costs, technolagies, industry standards and obligations
in the Company’s agreements. The fair value calculation takes into account estimated timing of abandonment, inflation and a credit-
adjusted, risk-free interest rate. Changes in any of the factors and revisions to any of the estimates used in calculating the obligation may
result in a material impact to the carrying value of property and equipment, asset retirement obligation and depletion expense charged
to net income. The Company expects that its estimates of its asset retirement obligations will be revised upwards or downwards over
time, based on future changes to the factors and estimates involved. Changes 1o these estimates in the past have resulted in material
adjustments to the financial statements.

Stock-Based Compensation

The Company uses the fair value method of accounting for its stock-based compensation expense associated with its stock option plan.
Compensation expense is based on the fair vatue of stock options at the grant date using the Black- Scholes option-pricing model.
The Black-Scholes model requires estimates for the expected volatility of the Company’s stock, a risk-free interest rate, expected
dividends on the stock and expected life of the option. Changes in these estimates may result in the actual compensation expense
being materially different from the compensation expense recognized; however, this expense is not subsequently adjusted for changes
in these facvors. The Company capitalizes the stock-based compensation expense refating to those employees whose time relates to

exploration activities.

Income Taxes

The Company follows the tax liability method of accounting for income taxes, Under this method, income tax liabilities and assets are
recognized for the estimated tax consequences attributable to differences between the amounts reported in the financial statements
and their respective tax bases, using enacted income tax rates. The effect of a change in income tax rates on future income tax
liabilities and assets is recognized in income in the period that the change occurs. The Company’s current and future income tax
liability involves interpretation of complex laws and regulations involving multiple jurisdictions. The Company pays income tax at the
highest rate of the jurisdictionsin which it operates. This is subject to changing taws and regulations and tax filings are subject to audit
and potential reassessment. The Company expects that its estimates of current and future income tax liability will be revised upwards
or downwards over time, based on changes in the reversal of timing differences, enacted income tax rates, laws and regulations and
reassessment of tax filings.

The Company has filed its income tax returas for the years 19598 through 2007 in India, under provisions that provide for a tax holiday
for production from the Hazira field.

The Company received a favourable ruling with respect to the tax holiday at the second tax assessment tevel for the 2007 taxation year.
The Income Tax Department has filed an appeal with the third tax assessment level against the order of the second tax assessment level
and the matter is currently pending with the third tax assessment level. During the quarter ended December 31, 2005, the second tax
assessment level ruled that, among other things, the Company would not receive a tax holiday for the Hazira field for the years 1998,
1999, 2000, 2002 and 2003. Under the Indian income tax system, the Company has filed an appeal before the third tax assessment level
against tha arder from the second tax assessment level for assessments for these years, The matter is currently pending before the
third tax assessment level. The 2004 year was assessed at the first level denying the tax holiday daim and the Company will appeal the
order 10 the second tax assessment level. The Company believes that tax assessments such as this are not unusual in India, are in the
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norma! course of doing business in India and that the outcome of the appeals process will resultin rulings favourable ta the Company.
The 1axation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Should the Company fail 1o receive a favourable ruling through the assessment and appeat process with respect to the taxation years
1998 through 2004, the Company would record a tax expense of US$43.6 million, pay additional taxes of (J5$21.8 million and write
off the income tax receivable of US$20.9 million.

Accrual Accounting

The Company follows the accrual method of accounting, making estimates in its financial and operating results. This may include
estimates of revenue, royalties, proeduction and other expenses and capital items related to the period being reported, for which
actual results have not yet been receivad. The Campany expects that its accrual estimates will be revised, upwards or downwards,
based on the receipt of actual results.

Financial Instruments

Financial instruments of the Company consist of cash, restricted cash, short-term investments, prepaid expenses, accounts receivable,
and accounts payable and accrued liabilities. As at March 31, 2007 and 2006 there were no significant differences between the
carrying amounts of these instruments and their fair values.

The Company is exposed to fluctuations in foreign currency exchange rates due to the nature of the Company's operations as it earns
revenue in both U.S, dollars and Indian rupees and expenditures occur in U.S, dollars, Indian rupees, Bangladeshi takas and Thai
baht. The Company manages this risk by maintaining foreign currency bank accounts and periodically entering into foreign exchange
forward contracts,

DISCLOSURE CONTROLS AND PROCEDURES

The Company's Chief Executive Officer and Chief Financial Officer are responsible for designing disclosure controls and procedures
or causing them to be designed under their supervision and evaluating the effectiveness of the Company’s disclosure controls
and procedures as of March 31, 2007, The Company’s Chief Executive Officer and Chief Financial Officer oversee the design and
evaluation process and have conciuded that the design and operation of these disclosure controls and procedures were effective in
ensuring material information relating to the Company required 1o be disclosed by the Company in its annual filings or other reports
filed or submitted under applicable Canadian securities laws is made known to management on a timely basis to allow decisions
regarding required disclosure.

INTERNAL CONTROLS OVER FINANCIAL REPORTING

The Chief Executive Officer and Chief Financial Officer of the Company are responsible for designing interna! controls over financial
reporting or causing them to be designed under their supervision. The Chief Executive Officer and Chief Financial Officer have
overseen the design of internal control over financial reporting and have cencluded that the intemal control over financial reporting is
designed to pravide reasonable assurance regarding the relizbility of financial reporting and the preparation of financial statements
for external purposes in accordance with Canadian GAAP.

Because of their inherent fimitations, disclosure controls and procedures and internal controls over financial reporting may not
prevent or detect misstatements, errors or fraud, Control systems, no matter how well conceived or operated, can provide only
reasonable, not absolute, assurance that the objectives of the controls systems are met.
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RISKS
in the normal course of business the Company is exposed to a variety of risks in its operations. These include operational, currency,
taxation, foreign operations, commodity price, political, government policy and legislation, and concentrated sales risks.

The Company is exposed 1o operational risks inherent in exploring for, developing and producing crude oil and natural gas. There are
numerous uncertainties in estimating oil and natural gas reserves and in projecting future production and costs. Uncertainties also
exist when predicting the results and timing of exploration and development projects and their related expenditures. Total amounts
or timing of production may vary significantly from reserves and production estimates. The Company attempts to limit these risks
by maintaining a focused asset base and by hiring qualified professionals with appropriate industry experience. A comprehensive
insurance program is maintained to mitigate risks and to protect against significant losses, white maintaining levels of risk within the
Company which management believes to be acceptable. This includes traditienal industry coverage such as well control insurance.

The Company plans to operate inregions where the petroleumindustry is akeycomponent of the economy to help mitigate the risks of operating
in foreign jurisdictions. The Company believes that management's experience operating internationally helps to further recduce these risks.

Curreney risks have been reduced to primarily a U.S. dollar/Canadian dollar risk by denominating revenue in one currency, the U.S.
dollar. Since fune 2002, the majority of the Company’s revenue is from U.S.-dollar-denominated contracts. The vast majority of capital
expenditures are in U.S. dollars, as is a portion of operating expenses. The remaining operating expenses are in local currency. The
Company’s financial risk profite at March 31, 2007 is described in Note 13 to the consolidated financial statements.

Matural gas prices where the Company operates are generally influenced by local market supply and demand and government policies. The
Company's natural gas productionin Indiais typically sold with fixed-price contracts at U.5. dollar-equivalent prices and the Company expects
10 continue entering into natural gas contracts in India on this basis. The price provisions in most of the Hazira natural gas contracts expired
in November 2004 and January 2005 and most of the contracts contain a renewal provision to renegotiate based on mutual agreement on
market-related prices. The gas price has been revised as per the price revision provisions allowed in most of the Hazira natura! gas contracts.
The Company has signed price renewals agreements for the future years also with three customers and the remaining customers are paying
at prices between US$3.51 per Mcf and US$4.50 per Mcf. The Company's natural gas enjoys a significant price, efficiency and environmental
advantage compared ta naphtha, the main competing fuel. Liquefied natural gas impants have begun and are currantly priced at tevels
consistent with market prices and are expected to be a key price determinznt in the future.

A portion of the Company’s accounts receivable are with organizations in the oil and natural gas industry and are subject to rormal
industry credit risks, Certain purchasers of the Company’s oil and natural gas production are subject to an internal credit review and
must provide financial performance guarantees in order to minimize the risk of non-payment.

The Company has a number of contingencies as at March 31, 2007. Refer tothe audited consolidated financial statements for acomplete
list of the contingencies and any potential effects on the Company.

OUTSTANDING SHARE DATA
At June 25, 2007, the Company had the following outstanding shares:

MNumber Amount
Common shares 43,071,070 $ 625,918,000
Preferred shares nil nif

Stock options 3,548,500 -
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Allinformationin this Annual Report is the responsibility of management. The financial statements necessarily include amounts that are
based on estimates, which have been objectively developed by management using all relavant information. The financial information
contained elsewhere in this report has been reviewed to ensure consistency with the financial statements.

Management maintains and evaluates the effectiveness of disclosure controls and procedures and maintains internal control over
financial reporting for Niko Resources Ltd. Disclosure controls and procedures are designed to provide reasonable assurance that
material information relating to Niko Resources Ltd., including its consolidated subsidiaries, is made known to management by others
within those entities. Internal control over financial reporting is designed to provide reasanable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with Canadian generally accepted
accounting principles.

The Audit Committee of the Board of Directors, comprised of non-management directors, has reviewed the financial statements
with management and KPMG. The financial statements have been approved by the Board of Directors on the recommendation of the
Audit Commirtee.

{Signed) “Edward 5. Sampson® {Signed) "Murray Hesje®
Edward . Sampson Murray Hesje
President and CEQ Vice President, Finance and CFO

June 25, 2007
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Auditors’ Report

To the Shareholders of Niko Resources Ltd.

We have audited the consolidated balance sheets of Niko Resources Ltd. as at March 31, 2007 and 2006 and the consalidated
statements of operations and retained earnings and cash flows for the years then ended. These consolidated financial statements are
the respansibility of the Company’s management. Our responsibility is 1o express an opinion on these consolidated financial statements
based on our audit.

We conducted our audit in accordance with Canadian generally accepted suditing standards. Those standards require that we plan
and perform an audit to obtain reasanable assurance whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosuresin the financial statements. An audit alsc includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Company as
at March 31, 2007 and 2006 and the results of its operations and its cash flows for the years then ended in accordance with Canadian
generally accepted accounting principles.

{Signed) "KPMG LLP”

KPMGLLP

Chartered Accountants
Calgary, Canada

June 25,2007
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Years ended March 31,2007 and 2006 (thousands of dollars)

AswtMarch 31, 2007 2006
Assets
Current assets
Cash and cash equivalents $ 209,370 $ 39,97
Accounts receivable 21,917 37,011
Prepaid expenses 1,577 622
232,864 76,830
Restricted cash (note 14) 12,201 15,563
Long-term accounts receivable {note 4} 26,191 17,412
income tax receivable (note 4) 24,180 16,963
Property and equipment (note 5) 379,124 391,490
$ 674,560 $ 517,258
Liabilities and Shareholders’ Equity
Current liabilities
Accounts payable and accrued liabilities $ 29313 $ 67,412
Current portion of long-temm debt (note 7) - 28,523
Current tax payable 1,292 857
30,605 86,792
Asset retirement obligation (note 6) 8,974 6,779
$ 39579 $ 103,57
Shareholders’ equity
Share capital (note 8) 603,112 297,747
Contributed surplus {note 9) 26,723 6,867
Foreign currency translation account {67,410} -
Retained earnings 72,556 109,079
634,981 413,687
$ 674,560 $ 517,258

Guarantees {note 14}
Commitments (note 16)
Contingencies (note 17)
Subsequent events {note 18)

See accompanying notes to consolidated financial statements.
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. Consolidated Statements of Operations and Retained Earnings

Years ended March 31,2007 and 2006 (thousands of dollars, except per share amounis)

Yezry ended March33, 2007 006
Revenue
Oil and natural gas $ 115,488 $ 121,168
Royalties (6.704) (17,443}
Profit petroleum {20,885) (11,828)
Pipeline and other 5,154 4,119
$ 9305 $ 95,016
Expenses
Production and pipeline $ 12,489 s 9,756
Interest and financing 2,379 3,675
General and administrative 6,180 S.448
Write-down of long-term account receivable (note 4) - 1,631
Foreign exchange (gain) loss (2,029) 44
Stock-based compensation 18,490 6,318
Depletion, depreciation and accretion 76,882 65,883
114,391 91,755
24 Income (loss) before income taxes $ (21,340) $ 4287

Income taxes {note 12)

Current 10,297 8,613
. 10,297 8,613

Net income (loss) (31,637) (4,352)
Retained earnings, beginning of year 109,079 118,035
Dividends paid (4,886) (4.604)
Retained earnings, end of year 72,556 109,679
Net (loss) per share (note 11)

Basic and diluted $ {0.79) $ {0.11)

See accompanying notes to consolidated financial statements.




NIKHO RESOURCES LTD.

Consolidated Statements of Cash Flows

Years ended March 31,2007 end 2006 (thousands of dollars)

Years ended March 31, 1007 2006
Cash providad by {used in}:
Operating activities
Netincome (loss) $ (31,637) $  (4,352)
Add items not involving cash
from operations:
Depletion, depreciation and accretion 76,882 65,883
Unrealized foreign exchange loss 334 778
Amortization of debt set-up costs 768 -
Stock-based compensation 18,490 5,318
Change in non-cash working capital 959 (14,206)
Change in long-term accounts receivable {17,075) (14,445}
48,71 38,976
Financing activities
Proceeds from issuance of shares,
net of issuance costs (note 8) 304,777 3,053
Long-term debt (27.478) 9,119
Dividends paid (4.886) (4,604}
272,413 7,568
Investing activities
Addition of property and equipment {134,766) {135,236}
Disposition of property and equipment 6,360 -
Restricted cash contributions (note 14) {13,560) {38,672)
Restricted cash returned (note 14) 16,769 22,690
Change in nen-cash working capital (23,930) 43,573
(149,147) {107,645}
Increase (decrease) in cash 171,987 (61,107}
Effect of translation on foreign currency cash and cash equivalents (1,014) {1.659)
Cash and cash equivalents, beginning of period 39197 101,957
Cash and cash equivalents, end of period $ 209,370 $ 39,197
Supplemental information:
Interest paid $ 1,487 $ 3183
Taxes paid $ 16,383 $ 1180

See accompanying notes 1o consolidated financial statements.
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NIKO RESOURCES LTD.

Notes to Consolidated Financial Statements

All tabular amounts are in thousands of dollars except per share amounts, numbers of shares/slock aptions, benchmark commeodity
prices, stock option and shave peices, and certain other fipures as indicated,

1. COMPANY ACTIVITIES
The business of Niko Resources Ltd. {“Niko” or “the Company™) consists of the exploration for and development of petroleum and
natural gas. The Company’s business is carried on primarily in India, Bangladesh, Thailand and Canada.

The consolidated financial statements of the Company have been prepared in accordance with Canadian generally accepred accounting
principgles (CAAP).

Certain comparative figures have been rectassified to conform to the current year’s presentation,

2. ACCOUNTING POLICIES

{(a)Basis of Presentation

The consolidated financial statements include the accounts of the Company and all of its subsidiaries. Substantially all of the exploration
and production activities of the Company are conducted jointly with others and, accordingly, these financial statements reflect only
the Company's proportionate interest in such activities.

The functional currency of the Company's foreign subsidiaries is U.S. dollars. These consolidated financial statemenis are reported in
Canadian dollars.

(b)Cash and Cash Equivalents
Cash and cash equivalents consist of cash and demand deposits.

(¢) Restricted Cash
Restricted cash consists of amounts provided as performance guarantees in accordance with production sharing contracts with host

governments entered into by the Company.

(d)Property and Equipment

The Company foltows the Canadian full cost method of accounting whereby all costs retated to the expioration for and development
of oil and natural gas reserves are initially capitalized and accumulated in cost centres by country. Costs capitalized include land and
acquisition costs, geological and geophysical expenses, costs of drilling productive and non-productive wells, gathering and praduction
facilities and equipment, and administrative costs related to capital projects. Gains or losses are not recognized upon disposition of cil
and natural gas properties unless such disposition would alter the depletion rate by 20 percent or more.

In applying the full cost method, the Company performs a cost recovery test {ceiling test), placing a limit on the carrying value of
property and equipment. The carrying value is considered recoverable when the fair value, calculated as the sum of the undiscounted
value of future net revenues from proved reserves, the cost of unproved properties and the cost of major development properties,
exceeds the carrying value. When the carrying value exceeds the fair value, an impairment loss is cecognized to the extent that the
carrying value of assets exceeds the net present value, calculated as the sum of the discounted value of future net revenues from
proved and probable reserves, the lower of cost and market of unproved properties and the cost of major development projects. The
net present value is estimated using expected future prices and costs and is discounted using a risk-free interest rate.

{(e) Capitalized Interest
Interest costs on major capital projects are capitalized until the projects are capable of commercial production. These costs are
subsequently amortized with the related assets.




NIKG RESOURCES LTD.

Notes to Consolidated Financial Statements

(f) Asset Retirement Obligation

The Company recognizes the fair value of 3 liability for an asset retirement obligation relating to its long-lived assets in the period
in which it is incurred. The fair vatue of an asset retirement obligation is recorded as a liability with a corresponding increase in
property and equipment. The increase in property and equipment is depleted using the unit-of-production method consistent with
the underlying assets. The accretion expense and increases to the asset retirement obligation are recognized each period due to the
passage of time. Subsequent ta initial measurament, period-to-period changes in the liability are recognized for revisions to either the
timing or the amount of the original estimate of undiscaunted cash flows. Actual costs incurred upon settlement are charged against
the asset retirement obligation. Any difference between the actual costs and the recorded liability is recognized as a gain or loss in
earnings in the period in which the settlement occurs,

{g)Revenue Recognition
Sales of crude oil, natural gas and natural gas liquids are recarded in the periad in which the title 1o the petroleum transfers to the
customer. Crude oil and natural gas liquids produced, but unsold, are recorded as accounts receivable until sold.

(h)Depletion and Depreciation

Costs of acquiring unproved properties are initially excluded from the full cost poo! and are assessed quarterly to ascertain whether
impairment has accurred. When proved reserves are assigned to the property or the praperty is considered to be impazired, the cost of
the property or the amount of impairment is added to the full cost pool. Costs of major development projects are initially excluded from
the full cost poo! and are assessed quarterly to ascertain whether impairment has occurred. When a portion of the property becomes
capable of commercial production or the property is considered to be impaired, the cost or an appropriate portion of the cost of the
property is added to the full cost pools.

Costs capitalized are depleted using the unit-of-production method by cost centre based upon net proved oil and natural gas reserves
as determined by independent engineers. For purposes of the calculation, oil and natural gas reserves are converted 1o a common unit
of measure an the basis of their relative energy content.

Office and other equipment are depreciated using the declining balance method at rates of 20 percent to 30 percent per annum.

{i) Foreign Currency

The Company’s foreign operations have U.S. dollars as their functional currency and, as the Company reports its results in Canadian
dollars, it therefore uses the current rate method of foreign currency translation. Under the current rate method, accounts are translated
to Canadizn dollars from their U.5. dollar functional currency as follows: assets and liabilities are transiated at the exchange rate in effect
atthe balance sheet date, and revenues and expenses are translated at the average exchange rate for the period. Gains and losses resulting
from the translation of foreign aperations to Canadian dollars 3re included in the foreign currency translation account.

Transactions in foreign currencies are translated at rates in effect at the time of the transaction and any resuiting gains and losses are
included inincome.

(j) Derivative Financial Instruments

The Company periodically may employ derivative financial instruments 1o manage exposures related to Canada/U.S. dollar exchange
rates. These instruments are not used for speculative or trading purposes. The fzir value of derivative financial instruments that are not
designated as hedges or do not qualify for hedge accounting is recognized on the consolidated balance sheet as an asset or liability.
Unrealized gains and losses resulting from changes in the fair value of thase instruments are recognized innet income at the end of each
reporting period and realized gains and losses are recorded when the instrument is settled.




NIKO RESOURCES LTD.

Notes to Consolidated Financia! Statements

Throughout the year ended and as at March 31, 2007, the Company did nat enter into any financial instruments that qualified for
hedge accounting. '

(k)Income Taxes

The Company follows the tax fiabitity method of accounting for income taxes. Under this method, income tax liabilities and assets are
recognized for the estimated tax consequences attributable co differances between the amounts reported in the financial statements
and their respective tax bases, using enacted income tax rates. The effect of a change inincome tax rates on future income tax liabilities
and assets is recognized in income in the period that the change occurs.

{1) Measurement Uncertainty

The preparation of the financia! statements in conformity with Canadian generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets
and fiabilities at the dates of the financial statements and the reported amounts of revenves and expenses during the reporting periods.
By their nature, these estimates are subject to measurement uncertainty and actual results may differ from those estimates.

The most significant estimates made by management relate to amounts recorded for the depletion of capital assets, the provision for
the asset retirement obligation, accretion expense, the ceiling test and stock-based compensation expense. The ceiling test calculation
and the provisions for depletion and asset retiremaent obligation are based on such factors as estimated proved reserves, production
rates, petroleum and natural gas prices and future costs. Future events could result in material changes to the carrying values recognized
in the financial statements.

(m)Per Share Amounts

Basic earnings per share are computed by dividing earnings by the weighted average number of common shares outstanding during
the year. Diluted per share amounts reflect the potential dilution that could occur if options to purchase common shares were
exercised or converted to common shares. The treasury stock methed is used to determine the dilutive effect of stock options and
any other dilutive instruments.

(n)Stock-based Compensation Plans

The Company has a stock-based compensation plan as described in note B. Compensation expense associated with the planis calculated
and recognized in income over the vesting period of the plan with a corresponding increase in contributed surplus. Compensation
expense is based on the fair value of the stock opticns at the grant date using the Black-Scholes option-pricing model. Any consideration
received upon exercise of the stock options, together with the amount previously recognized in contributed surplus, is recorded as an
increase to share capital.

3. ACCOUNTING CHANGES

During the quarter ended March 31, 2007, the Company changed the method by which its foreign operations are transtated to Canadian
dollars due to a change in the Company’s foreign aperations’ functional currency. The Company's fareign operations” functional currency
changed from Canadian dollars to U.S. dollars as a result of the increased significance of the U.5. dollar to the foreign operations” cash flows.
Amongst other things, this increased significance of the U.S. dollar is a result of the decision 1o proceed with a U.5.-dollar-based credit
facility and an increased proportion of revenues being earned in UJ.5. dollars.

Effective January 1, 2007, the Company began translating the accounts of its foreign operations to Canadian dollars using the current
rate method, whereas previcusly it had used the temporal method.
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Notes to Consolidated Financial Statements

Under the current rate method, accounts are translated to Canadian dollars as foltows: assets and liabilities are translated at the
exchange rate in effect at the balance sheet date, and revenues and expenses are transiated at the average exchange rate for the
period. Gains and losses resulting from the translation of foreign operations to Canadian dollars are included in the foreign currency
transiation account.

Underthe temparal method, accounts are translated to Canadian as follows: monetary assers andliabilities are translated at the period-
end exchange rate, non-monetary assets and liabilities are translated using historical exchange rates, and revenues and expenses are
translated using the average exchange rate for the period. Gains and losses resulting from the translation of foreign operations to
Canadian dollars are included in net income for the period.

This change was adopted prospectively on January 1, 2007 and resulted in a foreign currency transiation adjustment of $67.3 miltion
with a corresponding decrease in property and eqguipment. An additional credit of $0.1 million was recorded ta the foreign currency
translation account for the activity during the quarter ended March 31, 2007.

4. LONG-TERM ACCOUNTS RECEIVABLE

As described balow, the Company has two long-term accounts receivable:

(a) The fong-term account receivable balance consists of gas sales charged to the Bangladesh Qil, Gas and Mineral Corporation
(Petrobangta) far production from the Feni field in Bangladesh. The Company commenced production from the Feni field in November
2004 and has made gas deliveries to Petrobangla since that time. The Company formalized a Gas Purchase and Sales Agreement (GPSA)
in the quarter ended December 31, 2006 at a price of U5$1.75 per Mcf. Prior to formalizing the GPSA, the Company had beenrecording
natural gas revenue and valuing the receivable at prices ranging from U5$2.35 per Mcf to U$$1.75 per Mcf. The write-down of the long-
term account recefvable of CAD$1.6 million in the year ended March 31, 2006 is the result of the recognition of revenve from inception
to March 31, 2006 at a price of US$1.75 per Mcf.

Payment of the receivable is being delayed as a result of various claims raised against the Company as a result of the blowouts which
occurred in the Chattak field in January and June 2005. These claims are further discussed in the note 17, Contingencies.

Though the Company expects to collect the full amount of the receivable, it is not certain that the collection of the receivable will occur
within one year of March 31, 2007. As a result, the receivable has been classified as long-term.

{b) The income tax receivable balance results from refiling income tax returns for the taxation years 2001 through 2004, including
an income tax deduction refated to a tax holiday. Additional amounts paid by the Company to the Government of India as a result of
tax assessments and reassessments for the taxation years 2001 through 2004 are also included in the income tax receivable balance
pending final resolution of the 1ax filing for the taxation year. Any additional amounts assessed at various levels are not recorded by
the Company until they are paid or until the taxation year reaches the highest level of appeal.
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Notes to Consolidated Financial Statements

5. PROPERTY AND EQUIPMENT

Accumulated
Deptetion snd MetBook
2007 Cont Depreciation Valye

Oil and natural gas

India $ 354,633 $ 171,788 $ 182,845
Bangladesh 211,112 37,574 173,538
Thailand 20,910 - 20,910
Canada 2,202 1,448 754
Corporate 1,423 346 1,077
$ 590,280 $ 211,156 $ 37914

Accurmutated
Depletion snd NetBook
2006 Cost Owpreciation Value

Oil and natural gas

India $ 331,386 $ 115,163 $ 216,217
Bangladesh 180,213 17,990 172,223
Thaitand 1,370 - 1.370
Canada 1,900 1,268 632
Corporate 1,354 306 1,048
$526,217 $ 134,727 $ 391,490

During the current fiscal year, the Company capitalized $0.6 million of general and administrative expenses and $1.9 million of stock-
based compensation expense (2006 - $0.9 million and $0.7 million, respectively).

Costsof $177.9 million {2006 - $182.0 million) associated with the Company’s undeveloped properties and major development projects
in India and Thailand have been excluded from costs subject to depletion and depreciation.

During the quarter ended March 31, 2007, the sale of the Company’s interests in the Bhandut, Cambay and Sabarmati il fields located
onshore India was completed. The aggregate sale price for these fields was US$5.5 million (CAD$6.2 million) and was recorded as a
credit to Property and Eguipment.

At March 31, 2007 the Company performed ceiling tests for the relevant portion of the Indian, Bangladeshi and Canadian cost centres
1o assess the recoverable value. Forall cost centres, the undiscounted value of future net revenues from the Company’s proved reserves
exceeded the carrying value.

The D6, NEC-25, D4 and Cauvery blocks in India and the Thaitand Fang and Mae Soon blocks were excluded from the ceiling test as the
Company considers these properties to be either major development projects or unproved properties. A separate impairment test was
perfarmed for these properties and no potential impairment was indicated.
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Notes to Consalidated Financial Statements

The future oil and condensate prices for Hazira, Surat, Feni and Block 9 are based on the April 1, 2007 commadity price forecast relative
to Brent biend prices of the Company's independent reserve evaluators and are adjusted for commodity price differentials specific
to the Company. For the prices quoted in U.S. dollars, the Company converted the prices to Canadian dollars using the exchange rate
provided by its independent reserves evaluators. The natural gas price is based on contracts entered into by the Company and forecasts
of future contract prices. The future oil price for Canada is based on the March 2007 actual selling price as an independent reserve
evaluation was not performed due to the size of the Canadian operations relative to the Company. The Canadian operations accounted
for tess than 1 percent of sales for the year ended March 31, 2007, The table below summarizes the benchmark prices used in the ceiling
test calcutation.

Hazira Hazira Surat Fenl Fanl Block 9 Block

Hazlra Cond- Nawnal Navral Cond- Matural Foreign Canada Cond- Maturs}

on miate Cas Gas e Gas  Exchange Oit ensate Gas

Price Price Price Price Price Price Rute Price Price Price

(USS/bb)  (USS/bbI) (USS/McT) {USS/Mcf)  (US$/bbl) (USS/Mcf){USS/CADS) (CADS/bLI)  (USS/bbI) (USS/McT}

2008 42.77 42.77 4.81 4.63 40.00 1.75 0.87 60.72 61.10 2.34
2009 41.64 41.64 5.35 5.24 40.00 1.75 0.87 60.72 59.49 2.34
2010 40.89 40.89 5.89 5.76 40.00 1.75 0.87 60.72 58.42 2.34
2011 39.39 39.39 6.18 6.04 40.00 1.75 0.87 60.72 56.27 2.34
2012 38.64 38.64 6.45 6.31 40.00 1.75 0.87 60.72  55.20 2.34
Thereafter 4190 4190 7.93 776  40.00 1.75 0.87 60.72 59.79 2.34

6. Asset Retiroment Obligation

The asset retirement obligation relates to the future site restoration and abandonment costs including the costs of production
equipment removal and environmenstal cleanup based on regulations and economic circumstances at year-end. The fair value of the
asset retirement obligation is estimated at $8.974 million as at March 31, 2006 (March 31, 2008 - $6.775 million).

The following table reconciles the Company’s asset retirement obligations at the end of each fiscal year:

2007 1006
Obligation, beginning of year $ 6,779 $ 4,644
Obligation incurred during the year 449 1,078
Obligation released for wells sold during the year (20)
Revision in estimated cash flows 1,382 706
Accretion expense 454 351
Obligation, end of year 8.974 6.779

The Company has estimated the fairvalue of its total asset retirement obligations based on estimated future liability of $15.343 million
discounted using a credit-adjusted risk-free rate of 7 percent. The costs are expected to be incurred between 2011 and 2023,

7. LONG-TERMDEBT

During the year ended March 31, 2004, a project financing facility was established to fund the Company’s devetopment activities on
India’s west coast, specifically the Hazira offshore platform project and the Surat development project. On October 16, 2006, the
autstanding balance was paid in full.

N
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8. SHARE CAPITAL

(a) Authorized

Unfimited number of Common shares
Unlimited number of Preferred shares

(b)Issued

2007 2006
Number Amount Number Amount

Common shares
Balance, beginning of year 38,532,820 $ 297,747 38,286,570 $ 294,297
Equity offering 4,300,000 300,630 - -
Stock options exercised 162.000 4,147 246,250 3,053
Contributed surplus - 588 - 397
42,994,820 $ 603,112 36,532,820 $ 297,747

(c) Stock Options

The Company has reserved for issue 4,299,462 comman shares for granting under option to directors, officers, and employees. The
aptions become 100 percent vested one to four years after the date of grant and expire two 10 five years after the date of grant. Stock

option transactions for the respective years were as follows:

007

2006

Weighted Waighted

Average NMumber Average Number

of Exarcise of Ecurcise

Options Pricy Optiom Price

Outstanding, beginning of year 3,312,500 $ 39.88 1,979,250 $ 26.42

Granted 839,750 70.81 1,654,500 51.78

Forfeited {237.000) 45,58 (75.000) 37.52

Exercised {162,000) 25.60 {246,250} 12.39

Qutstanding, end of year 3,753,250 $ 47.06 3,312,500 $ 39.88

Exercisabte, end of year 1,545,938 $ 3216 934,500 $ 2484
The following table summarizes stock options outstanding and exercisable under the plan at March 31, 2007:

Outstanding Options Exercisable Options

Weighted Waighted

Qemahing Life Average Average

Exercise Price Options {Yaary) Price Options Price

$22.20-926.47 971,250 0.8 $22.35 928,750 $ 2.0

$27.85-439.30 180,000 2.1 $35.72 108,750 $ 3354

$41.00 - $49.30 527,500 3.2 $43.55 157,500 $ 4424

$53.70- $63.00 1,731,750 2.5 $56.31 310,938 $ 53.70

$79.69 - $85.85 342,750 3.4 $61.68 - $ -

3,753,250 3.0 $47.06 1,545,938 $ 32.6
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Notes to Consolidated Financial Statements

(d)Stock-based Compensation

Prior to April 1, 2003, the Company did not record compensation expense when stock options were issued to employees, officers or
directars. Had compensation cost for stock options granted to these parties been determined based on a fair value method, the net
earnings and earnings per share would approximate the following pro forma amounts:

2007 2006
Stack-based compensation $ 2,552 $ 3,648
Netincome
Asreported $ (31,637) $  (4.352)
Pro forma $ (34,189) $ (7.998)
Net income per common share
Basic
Asreported $ (0.79) $ {0.11)
Pro forma $ (0.96) 3 (0.21)
Diluted
As reported s (0.79} H {011}
Pro forma 3 {0.86) 3 (0.21)

The pra forma amounts include the compensation costs associated with stock options granted between April 1, 2002 and 2003. The
fair value of each option granted was estimated on the date of grant using the modified Black-Scholes option-pricing mode! with the
following assumptions:

MODIFIZD BLACK-SCHOLES ASSUMPTIONS

{werighted average) 2007 2006
Fair value of stock options granted (per aption) $ 2017 $ 1449
Risk-free interestrate 3.51% 3I11%
Volatility 39% 38%
Expected life (years) 2.85 3.44
Expected annual dividend per share $ 0.12 b3 0.12

9. CONTRIBUTED SURPLUS

2007 200§
Contributed surplus, beginning of pericd $ 6,861 $ 1.212
Stock-based compensation 20,450 6,046
Stock options exercised (598) (397)

Contributed surplus, end of period $ 26,723 $ 6,961
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10. SEGMENTED INFORMATION

The Company's operations are conducted in one business sector, the oil and natura! gas industry. Revenues, operating profits and net

identifiable assets by geographic segments are as follows:

Year ended March 31, 2007

Indin Bangladesh Theitand Canada Corparste Tota)
Revenue $ 72696 § 42,029 $ - $ 761 $ - $ 115,486
Segment profit {loss) $ (5183) $ 5336 § - 8 W 8 (s8) $  (699)
Year ended March 31, 2006

india Bangladesh Thatland Canada Corporata Toul
Revenue €100,533 $ 19,689 s - 3 946 3 - $ 121,168
Segment profit {loss) $ 15,657 $ 1,195 s - $ 447 4 (56) $ 17,243
At March 31, 2007

Indls Bangladesh Thailand Cenada Corporate Totl
Property and equipment $ 182,845 $ 173,538 $ 20910 $ 754 $ 1,077 $ 379,124
Total assets $222,624 $ 208,589 $ 20910 $ 880 $ 221,557 $ 674,560
At March 31, 2006

India Sangladesh Thalland Canada Corporats Toul
Property and equipment $ 16,217 $ 172,223 $ 1,370 $ 632 $ 1,048 $ 391,490
Total assets % 260,218 4 208,220 % 1,370 $ 867 $ 46,583 $ 517,258
The reconciliation of the segment profit to net income as reported in the financial statements is as follows:

2007 2008

Segment profit {loss) {698) $ 17,243
Interest and other income 4,378 3,134
Interest and financing expenses (2,379) {3.675)
General and administrative expenses (6,180) {5,448)
Write-down of accounts receivable - {1,631)
Stock-based compensation expense {18,490) {5.318)
Foreign exchange gain (loss) 2,029 f44)
income tax expense (10,297) {8,613)
Netincome (loss) {31,637) $  (4.352)

For the year ended March 31, 2007, two customers purchasing production from India (2006 - three customers) and one customer
purchasing production from Bangtadesh {2006 - one customer] accounted for 69 percent of revenue (2006 - 61 percent) and each of
these customers in both years individually accounted for more than 10 percent of revenue. During the year ended March 31, 2007, ane

customer accounted for 36 percent of revenue (2006 - 22 percent).
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11. PER SHARE DATA

2007 2006

Weighted average number of common shares outstanding - basic and dilvted 39,969,962 38,335,945

As the Company incurred a net loss for the years ended March 31, 2007 and 2006, all outstanding stock options for both years
{2007 - 3,753,250, 2006 - 3,312,500) were considered anti-dilutive and were therefore excluded from the calculation of diluted per
share amounts.

12. INCOME TAXES
The provision for income taxes in the financial statements differs from the result that would have been obtained by applying the combined
federal and provincial tax rate to the Company's earnings before income taxes. This difference results from the following items:

Yesr anded March 31, 2007 2006
Income (loss) before income taxes $ (21,340) $ 4,261
Statutory income tax rate 32.12% 32.12%
Computed expected income taxes $ (6,854} H 1,369
Non-deductible expenses and other 6,340 2,155
Recognition of new tax pools in the year - 220
Adjustment to future Indian taxes 17,400 (9,482)
Capital tax 121 -
Valuation allowance {6,710) 14,351
Provision for income taxes $ 10,297 s 8,613

The components of the Company’s future income tax liability at March 31 are as follows:

2007 2006
Future income tax assets

Asset retirement obligation $ 1602 $ 2778
Unused losses 4,301 7,494
Unused foreign tax credits 14,670 8,001
Share issue expenses 1,239 1,842
Property and equipment 962 4,505
Long-term account receivable 149 -
$ 29923 $ 24,020

Future income tax liabilities
Property and equipment - 2,319
Long-term debt - S50
Valuation allowance 29,923 21,108
Long-term account receivable - 45
29,923 24,020
Net future income tax liability $ - $ -

India’s federal tax law contains a seven-year tax holiday provision that pertains to the commaercial production or refining of mineral oil,
which is generally accepted as including petroleum and natural gas substances.
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As a result of the tax holiday in India, the Company pays the greater of 41.82 percent of taxable income in India after a deduction for
the tax holiday or a minimum alternative tax of 10,455 percent of Indian income. Taxes are based upon Indian income cafculated in
accordance with Indian GAAP.

The Company recorded current income taxes at a rate of 41.82 percent of Indian taxable income after a deduction related to the tax
holiday. Taxes increased in the current year primarily due to the business and capital gains on the sale of the Bhandyt, Cambay and
Sabarmati properties in India. There was a positive effect on taxes due to lower revenue in the current year, which was offset by a
negative effect on taxes due to lower capital deductions in the current year.

The Company pays taxes in Bangladesh at a rate of 4.0 percent of revenues net of profit petroleum.

The Company does not pay income taxes related to Block 9 production as indicated in the PSC. The PSC indicates that the caleulation
for profit petroleum expense includes cansideration of income taxes and, therefore, noincome tax is assessed for Block 9.

13. FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Carrying Value and Estimated Falr Value of Financial Instruments

Financial instruments of the Company consist of cash, restricted cash, short-term investments, prepaid expenses, accounts receivable,
and accounts payable and accrued liabilities. As at March 31, 2007 and 2006 there were no significant differences between the carrying
amounts of thase instruments and their fair values.

Foreign Currency Risk

The Campany is exposed to fluctuations in foreign currency exchange rates due to the nature of the Company’s operations as it collects
revenue in both U.S. dollars and tindian rupees and incurs expenditures in U.S. doflars, Indian rupees, Bangladesh takas and Thai baht.
The Company manages this risk by maintaining fareign currency bank accounts and periodically entering into foreign exchange forward
contracts.

Credit Risk

A portion of the Company's accounts receivable are with organizations in the il and natural gas industry and are subject to normal
industry credit risks. Certain purchasers of the Company's oil and natural gas production are subject to an internal credit review and
must provide financial performance guarantees in order to minimize the risk of non-payment,

Commodity Price Risk
Natural gas is sold under fixed-price, fixed-term contracts while crude oil condensate are sold at prices based on world market prices.

14. GUARANTEES

As at March 31, 2007, the following performance security guarantees were included in the restricted cash balance: US$7.0 million for
the Cauvery block, U5$1.7 million for the D4 block and US$1.0 million for the NEC.25 block. Additionally, the Company provided a
performance security guarantee in connection with Block 9. The value of the Block 9 guarantee is $7.7 million and is not reflected an
the balance sheet as it is supported by Export Development Canada.

As at March 31, 2006, the Company had provided a performance security guarantee to the Government of Bangladesh in the amount of
US5$13.3 million in connection with Block 9. The restricted cash balance as at March 31, 2006 pertained to this guarantee.
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15. RELATED-PARTY TRANSACTIONS

The Company has a 45 percent interest in a Canadian property that is operated by a related party, a Company owned by the President
and CEO of Niko Resources Ltd. This joint interest originated a5 a result of the related party buying the interest of the third-party
operator of the property in 2002. The transactions with the related party are not significant to the consolidated financial statements
and are in the normal course of business.

16. COMMITMENTS

All of the Company’s natural gas sales contracts contain supply-or-pay provisions. Should the Company fail 1o supply the minimum
quantity of natural gas in any month as specified in the contract, the Company may be liable to pay the vendor an zpproximately
equivalent amount. With the exception of the potential shortfall for gas supplied from the Hazira field as described in the note 17(e),
Contingencies, the Company has supplied at least the minimum quantity each month,

The Company has Phase | minimum capital commitments for the D4 and Cauvery blocks of US$14.6 million and US$15.9 million,
respectively. The minimum capital commitments must be fulfilled within four years and three years of signing the PSC for the D4 and
Cauvery blocks, respectively.

The Company has the following commitments with respect to its office leases:

Dunform March 31,2007 Letsthan 1 Year 1.3 Yaans 4-5Yeuny Afrer § Years
Office Leases ' $453 $471 $403 $269

17. CONTINGENCIES

{3) During the year ended March 31, 2006, the Company was named 35 a defendant in 3 lawsuit that was filed in Texas by a number of
plaintiffs who claim to have suffered damages as a result of the uncontrolled refeases of natural gas that occurred at the Chattak-2 wel!
in Bangladeshin January and June 2005, Total damages sought are in excess of US$250 million. On July 7, 2006, a court hearing was held
to hear the Company’s pleadings for the lawsuit to be dismissed due to lack of jurisdiction in Texas. The court in Texas dismissed the
tawsuit on August 25, 2006 and the plaintiffs are appealing the dismissal. The timing for hearing the appeal is uncertain.

The Company believes that the outcome of the lawsuit and the associated cost, if any, are not determinable. As such, no amounts have
been recorded in these consolidated financial statements.

{b) During the year ended March 31, 2008, a group of petitioners in Bangladesh (the petitioners) filed a writ with the Supreme Court of
Bangladesh {tha Supreme Court] against various parties including Niko Resources (Bangladesh) Ltd., a subsidiary of the Company. The
petitioners are requesting the following of the Supreme Court with respect to the Company:

(i) that the foint Venture Agreement for the Feni and Chattak fields be declared null and illegal;

(i) that the Government realize from the Company compensation for the natural gas lost as a result of the uncontrolled flow
problems as well as for damage to the surrounding area;

(iii) that Petrobangla withho!d future payments to the Company relating to production from the Feni field {CAD$26.2 million as
at March 31, 2007); and

(iv) that all bank accounts of the Company maintained in Bangladesh be frozen.
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The Company believes that the outcome of the writ with respect to the first two issues is not determinable.

The Company believes that the full amount owed with respect to the Feni field will be collected from the government. As such, a write-
down to this receivable resulting from this writ of petition has not been recorded in these consolidated financial statements.

The Company’s Bangladesh branch has been permitted to make payments to Bangladesh vendors. However, payments to foreign
vendors from the Bangladesh Feni and Chattak branch are not permitted. The Company’s foreign vendors for the Feni and Chattak
fields are being paid by Niko Resources {Bangladesh) Ltd., which is incorparated outside of Bangladesh,

(c) During the yearended March 31, 2006, Niko Resources (Bangladesh) Ltd. received aletter from the Government of Bangladesh demanding
the following as compensation for the uncontrolled flow problems that occurred in the Chattak field in January and June 2005:

(i) 3 Bef of free natura! gas delivered from the Feni field as compensation for the burnt natural gas;
{ii) 5.89 Bcf of free natural gas delivered from the Feni field as compensation for the subsurface loss;
(i) Taka B45,583,973 (CAD$13.7 million) for environmental damages, an amount subject to be increased upon further assessment;

(iv} unconditicnal acceptance that an additional quantity of approximately 45 Bcf of natural gas as compensation for further
subsurface loss is to be delivered free or an equivalent monetary value is to be provided to the Government of Bangladesh. Until
the actual quantity of natural gas is determined, a bank guarantee in the value of 45 Bef of natural gas shall be provided; and

(v) any other claims that arise from time to time,

During the quarter ended March 31, 2007, the Company and the Government of Bangladesh agreed to settle the Government’s claims
through local arbitration based upon international rules. This process is expected to |ast up 1o two years.

The Companybelieves thatthe outcome of the government’s claims and the associated costtothe Company, if any, are not determinable.
As such, no amounts have been recorded in these consolidated financial statements.

(d) The Company and its partner are currently in arbitration with the Government of india with respect to the cost recovery status of
the investment in the 36 pipeline at Hazira. If successful in the arbitration, the Company would reduce its Profit petroleum payments
currently being made. Additionally, in October 2002, Gujarat State Petroleum Company Lid. {GSPCL) and the Company signed a
memorandum of understanding in which GSPCL agreed to transfer the rights of the 36” pipeline to the joint venture. At March 31,2007
the Company is attempting to obtain legal title to the 367 pipefine. For the year ended March 31, 2007 the Company inctuded the 36
pipeline in property and equipment at the net book value of $1.8 million (2006 - $6.4 million), a net payable to GSPC of $5.0 million
(2006 - $5.4 miltion) and a net operating loss, calculated as net accrued revenues after operating costs, depletion and foreign exchange
of $3.2 million (2005 -$1.0 million) with respect to the pipeline.

() In accordance with natural gas sales contracts to customers in the vicinity of the Hazira field, the Company and its joint venture
partner at Hazira have committed to certain minimum quantities. The Company will use Hazira and D6 volumes 1o meet its obligations.
However, prior to the start-up of D6, the Company expects there will be a shortfall between production levels and minimum contract
quantities. The Company has estimated the future contingent liability between nil and US5$27 million. The Company is currently
negotiating with customers and alternate suppliers to minimize the potential effect to the Company.
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{f) The Company calculates and remits profit petroleum expense to the Government of India in accordance with the PSC. The calculation
considers revenues, which are the aggregate revenues of the Company and its joint venture partner. The Company’s joint venture
partner offers a price discount to the contracted prices, reducing the profit petroleum expense. If the goverament does not accept the
discounted prices in the calculation of profit petroteum, the Company estimates it will be required to pay an additional U$$2.7 million
in profit petroleum expense.

In addition, the profit petroleum expense caleulation cansiders capital and other expenditures made by the join venture, which reduce
the profit petroleum expense. There are costs that the Company has included in the profit petroleum expense calculations that have
been contested by the government,

The Company believes that it is not determinabte whether the above two issues will result in additional petroleum expense. No amounts
have been recorded in these consolidated financial statements.

{g) The Company has filed its income tax returns for the years 1998 through 2007 in India, under provisions that provide for a tax holiday
for production from the Hazira and Surat fields.

The Company received a favourabte ruling with respect 1o the tax holiday at the second tax assessment level for the 2001 taxation year.
The Income Tax Department has filed an appeal with the third tax assessment level against the order of the second tax assessment level
and the matzer is currently pending with the third tax assessment level. During the quarter ended December 31, 2006, the second tax
assessment fevel ruled that, among other things, the Company woutd not receive a tax holiday for the Hazira field for the years 1998,
1999, 2000, 2002 and 2003. Under the Indian income tax system, the Company has filed an appeal before the third tax assessment level
against the order from the second tax assessment level for assessments far these years. The matteris currently pending before the third
tax assessment level. The 2004 year was assessed at the first level denying the tax holiday claim and the Company will appeal the order
1o the second tax assessment level. The Company believes that tax assessments such as this are not unusual in India, are in the normal
course of doing business in India and that the outcome of the appeals process will result in rulings favourable to the Company. The
taxation years 2005 through 2007 have been filed including a deduction for the tax holiday, but have not yet been assessed.

Should the Company fail through the assessment and appeal process to receive a favourable ruling with respect to the taxation years
1998 through 2004, the Company would record atax expense of US$43.6 million, pay additional taxes of (#5$21.8 million and write off
the income tax receivable of US$20.9 million.

18. SUBSEQUENT EVENT

Subsequent to March 31, 2007, the Company agreed to the terms of a US5$550 million credit facility. The facility is outlined in
a credit-approved term sheet and is subject to satisfactory legal documentation and due diligence, receipt of certain third-party
reports and syndication.




